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Expert plant inspection 
guards Mill Mutual policy- 
holders against costly war- 
time shut-downs resulting 
from preventable fires. 


MILL MUTUALS 


ARE GENERAL FIRE INSURANCE CARRIERS 


Millers Mutual Fire Insurance Co.......................-Harrisburg, Pa. 
Millers Mutual Fire Insurance Co.....................Fort Worth, Texas 
Pennsylvania Millers Mutual Fire Ins. Co.. we eeeeeeess. Wilkes-Barre, Pa. 
Millers Mutual Fire Insurance Association....................Alton, IL. 
Grain Dealers National Mutual Fire Ins. Co.............Indianapolis, Ind. 
Western Millers Mutual Fire Insurance Co...............Kansas City, Mo. 
National Retailers Mutual Insurance Co.....................Chieago, Ill. 
Michigan Millers Mutual Fire Insurance Co................Lansing, Mich. 
Mill Owners Mutual Fire Insurance Co...................Des Moines, Ia. 


MILL MUTUAL FIRE PREVENTION BUREAU 
400 W. Madison St., Chicago, Il. 


A service organization maintained by the Mill Mutuals. 
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HERE’S nothing like time to test things, 

particularly ideas or principles. Fifty years 
discloses the plans of nations as fatuous or 

inspired. A century weighs world trends. 


When Bushrod Washington took this policy on 
the now famous property at Mt. Vernon, mutual 
insurance in. America had already completed more 
than fifty years of successful operation. The 
struggle for independence, the spreading out and 
building of the nation, the Civil War, the recon- 
struction period, two world w all of these with 
their attendant disturbances have not affected the 
solidity and stability of mutual principles. 





All insurance is good. There is this about mu- 
tual insurance—when you buy a mutual ‘policy you 
have not only all the rights of a policyholder in 
any other type of insurance carrier, but in addition 
you have the rights of representation in manage- 
ment and participation in the savings of the cor- 
poration. 


These are the reasons why great industrial cor- 
porations and hundreds of thousands of individ- 
uals buy mutual coverage for protection against 
the hazards of fire. 


A booklet, Mutual Fire Insurance—An Ameri- 
can Institution, is yours for the asking. 


FEDERATION OF MUTUAL FIRE INSURANCE COMPANIES 


919 North Michigan Avenue 


Chicago ll ... . 


Illinois 
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STANLEY A. MATZKE . 


Director of Insurance 
STATE OF NEBRASKA 


IRECTOR Matzke was engaged in the banking business before entering the 

practice of law at Seward, Nebraska, in 1924. He is a former commander 
of the American Legion, a former member of the Nebraska unicameral legislature 
and comes to his present position well equipped by training, experience and 
temperament to handle the many problems of a busy state department. 
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UNIFORMITY 


ORTY-FOUR of 


the 
eight states of the Union con- 


forty- 


vened legislative sessions in 
1945. Of this number, eight adopted 
completely new acts regulating the 
making and applying of casualty in- 
surance rates and rating plans. Ari- 
zona and North Carolina changed a 
number of the sections of existing 
statutes in an attempt to accomplish 
regulation. 

Contrary to the expectation of 
many of those familiar with the 
whims of legislative assemblies, all of 
these states, other than Arizona and 
North Carolina, attained a high de- 
gree of uniformity in enactment by 
adopting measures cut closely to the 
pattern offered by the suggested “in- 
dustry bill” sponsored by the Na- 
tional Association of Mutual Casu- 
alty Companies and the Association 
of Casualty and Surety Executives. 
To the industry this came as gratify- 
ing evidence that the supervisory au- 
thorities welcomed the cooperation of 
the business in developing a system 
of rate making and rate administra- 
tion which would be reasonable, 
workable and to the best interest of 
the insurance-buying public. 


At the opening of the legislative 
sessions, it was the expectation of 
most persons in the industry that the 
several states would differ radically 
in the matter of lines of insurance to 
be covered by the regulatory laws. 
This did not prove to be the case and 
all of the eight complete measures 
adopted covered fidelity and surety, 
workmen’s compensation, automobile 
and the general casualty lines written 
by that type of carrier. All states 
except South Dakota excluded air- 
craft and only one state, Florida, in- 
cluded accident and health insurance 
among the lines to be regulated. 

While all of the fourteen sections 
of the so-called industry bill are im- 
portant, space does not permit a com- 
parison of all of them with the acts 


adopted by the several states. It is 
interesting to note, however, that 


those sections covering such subjects 
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as the making and filing of rates, rat 
ing organizations and deviations were 
very closely followed in the states of 
Alabama, Connecticut, Florida, Mary- 
land, Kansas, South Dakota, Tennes- 
see and Texas, the last named state 
being the exception to prove the rule 
in so far as deviations are concerned. 

Section 2 of the industry bill is 
captioned “Making of Rates’ and 
provides in general that consideration 
shall be given to past and prospective 
loss experience within and_ outside 
the state; that systems of expense 
provisions may differ to reflect the 
requirements of the operating meth- 
ods of groups of insurers and_ that 
rates “shall be reasonable, adequate 
and not unfairly discriminatory.” In 
the states of Connecticut, Florida, 
Kansas, and Maryland this was fol 
lowed verbatim. Tennessee provides 
that rates shall be “fair” as well as 
reasonable, adequate and not unfairly 
discriminatory, while Texas stipu- 
lates that they shall be “nonconfisca- 
tory” and Alabama provides that they 
shall not be “unreasonably high or 
inadequate and * * not unfairly 
discriminatory.” 

Section 3 of the industry bill cov- 
ers the filing of rates and rating in- 
formation and is set forth in eight 
subdivisions. Subdivision (a) pro- 
vides that every insurer shall file 
every manual of classifications, rules 
and rates with every rating plan and 
every modification of any of the fore- 
going which it proposes to use and 
that such filing shall indicate the 
character and extent of the coverage 
contemplated and be accompanied by 
information upon which the insurer 
supports its filing. The language of 
this subsection was followed exactly 
by Connecticut, Florida, Kansas, 
and Maryland. Texas departed from 
the form to require the filing of pol- 
icies and endorsement forms; Ten- 
nessee added a provision that any in- 
surer, not a member or subscriber 
of a licensed rating organization, 
shall file with the Commissioner a 
satisfactory statement of its qualifica- 

(Continued on page 24) 
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COINSURANCE 


By ROBERT RIEGEL 
UNIVERSITY OF BUFFALO 
Copyright 1945 by Robert Riegel 


€6 CV amiiar word in is a very 


familiar word in fire insur- 
ance circles and is also met 
with in numerous forms of other 
property and casualty insurance. Co- 
insurance has been a favorite subject 
for questions in state examinations 
for agents’ and brokers’ licenses, has 
often been violently condemned by 
critics of insurance practices, praised 
as an essential principle of ratemak- 
ing, forbidden by state laws and in- 
corporated in standard policies ap- 
proved by legislatures. This is a 
discussion of the varied applications, 
different purposes and general sig- 
nificance of coinsurance in widely 
different branches of insurance. 
Confusion in the Use of the Term 
[very insurance man says he knows 
what coinsurance is and gives, not a 
general definition, but a description 
of some particular policy condition 
or premium charge identified with fire 


insurance, marine insurance, credit 
insurance, burglary insurance, or 


some other branch with which he hap- 
pens to be familiar. In textbooks a 
similar lack of generality is found. 
Sometimes the word is used as a 
noun and sometimes as an adjective, 
and one hears of coinsurance clause, 
coinsurance principle, coinsurance 
limit, coinsurance rate, coinsurance 
requirement, etc., etc. But there are 
also some instances of insurance prac- 
tices based on the fundamental con- 
cept of coinsurance where the term 
is not used at all. Furthermore the 
conditions and methods surrounding 
coinsurance practices exhibit startling 
and confusing differences. 

Broad Meaning of the Word 

What is “coinsurance?” It is the 
situation where the person subject to 
risk himself bears some portion of 
the risk. This is nothing more than 
an absence of full insurance, or what 
is sometimes termed “under-insur- 
ance.” Thus if the insured, by vir- 
tue of his insurance policy, is entitled 
to recover only a fraction of his loss, 
the insurer and the insured are co- 
insurers. This may be either because 
the face of the policy is less than the 
amount at risk, or because of restric- 
tions in the policy upon the amount 
payable for losses. 

The definition given is exceedingly 
broad. It will be found to embrace 
many examples of practices in rates 
and loss settlements to which the 
name “coinsurance” is never applied. 


On the other hand the word coinsur- 
ance is used in some connections 
where this fundamental concept is en- 
tirely lacking and where clarity would 
be gained by using some other avail- 
able term. In one form of insurance 
the coinsurance idea is treated in 
three different ways in the same 
policy.? 


Various Employments of the 
Word 


The term “coinsurance” can be 
found used in four different senses 
and one of them comprehends some 
sub-varieties. Some of these should 
be eliminated from this discussion at 
the outset. 


(1) Where several fire insurance 
companies issue a common policy, 
each company being jointly and sev- 
crally liable directly to the insured for 
any loss* the companies have been 
called co-insurers and the practice 
coinsurance. The term coinsurance 
is etymologically appropriate for this 
practice, but it might better be called 
‘‘joint-and-several insurance,” and is 
not further discussed here. 


(2) In reinsurance contracts made 
by direct writing companies with re- 
insurance companies, where the rein- 
surance company follows the direct- 
writing company’s policy provisions 
and benefits, receiving premiums at 
the same rate and allowing commis- 
sions on the proportion of the busi- 
ness ceded, the arrangement is some- 
times termed coinsurance. For this 
use there is little necessity, other ex- 
pressions being available, and it is not 
further discussed here. 


(3) In credit insurance “coinsur- 
ance” is used as the name of a per 
cent deduction (usually 10 or 25 per 
cent) made from every loss payment, 
besides the “normal loss” deduction. 
This does not depend in any way on 
the amount of insurance purchased or 
the value of the accounts insured or 
the rate of premium paid. Its pur- 
pose is partly to allow for the trade 
profit and partly to discriminate be- 
tween risks with good and inferior 
credit ratings. 


1In residence burglary and theft insurance the 
insured may obtain two different forms of rate 
reduction by increasing the amount of his in- 
surance, and he is made a co-insurer on all 
losses of money and securities, stamp and coin 
collections, regardless of the size of the policy. 
Of course the reason is that such property is 
easily concealed and has high value in small bulk. 
Examples cited throughout this article are merely 
illustrations to support the generalizations used 
and no adverse criticism is necessarily implied 
in the mention of particular policy provisions or 
branches of insurance. 

2This is not the well-known practice of rein- 
surance, for each company is directly liable to 
the insured, who may sue any one or all of the 
companies if the need arises. 


(4) Where the insured bears some 
part of his own loss he is said to be 
a co-insurer, and the situation one of 
coinsurance. This occurs in a vari- 
ety of circumstances, under different 
forms, and in various branches of in- 
surance. This article brings together 
in one place different practices which 
involve the broad coinsurance prin- 
ciple. 


The General Principle 


As far as there is any principle 
covering coinsurance, it is this: The 
insured must fully insure or (1) bear 
some part of the loss or (2) pay a 
higher rate. 

The insured does not fully insure 
for one of the following reasons: (a) 
because he cannot afford to pay the 
premium required, or (b) because he 
is not permitted by the insurer to 
fully insure, or (c) because he be- 
lieves that small losses are more fre- 
quent than large losses, i.e., that par- 
tial insurance is cheaper. 

Reasons for Under-insurance. As 
an illustration of the potent effect of 
high rates we have automobile col- 
lision insurance, in which complete 
protection is so expensive that the 
insured usually will not buy 100 per 
cent coverage. This factor undoubt- 
edly operates to some extent in some 
other forms of insurance where de- 
ductible policies are more popular 
than full insurance, but its effect is 
usually so mixed with other factors 
as to defy appraisal. Its effect would 
probably be distinguishable also in 
health and credit insurance, if full in- 
surance were available in these fields. 


In some forms of insurance the in- 
sured is not permitted to buy full pro- 
tection. Thus for example in credit 
insurance every insured must bear 
the “normal loss” himself, as_poli- 
cies are not issued which pay bad 
debt losses in full. In forgery insur- 
ance, likewise, the depositors’ and 
commercial forgery bond covers 
losses on both outgoing and incoming 
commercial instruments, but losses on 
incoming instruments are insured 
only to the extent of 75 per cent. In 
fidelity bonds, on some types of em- 
ployees the employer must bear the 
first $25 of any loss.* 

The third case is one where free 
choice rests with the insured. The 
insurers offer him full protection at 
a reasonable price but he believes it 
to be more economical to purchase 
partial protection. If he can buy par- 
tial protection at the same rate per 
$100 as he pays for full protection, 
he is probably correct. We do not 
30ther illustrations are found in surety bond- 
ing, workmen’s compensation, marine insurance, 


and the mercantile theft endorsement on mer 
cantile burglary and robbery policies. 
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know the exact distribution of losses 
in the various branches of insurance 
hut we are fairly sure that small 
losses are more frequent than large 
ones. This situation justifies the in- 
sured in buying partial protection un- 
less rates are adjusted correspond- 
ingly. Thus there are few forms of 
insurance where coinsurance is ig- 
nored entirely, although many where 
its application is very limited and hap- 
hazard. 


Applications of the Principle 

We have now to consider the vari- 
ous ways in which the coinsurance 
principle is applied by insurance com- 
panies, and these are found to be as 
follows: 


(1) No coinsurance. This is where 
the insured can take any proportion 
of insurance to value, without penalty 
or reduction in rate. It exists in bank 
burglary and robbery policies, safe 
deposit insurance, mercantile robbery 
insurance, mercantile safe burglary 
insurance, the bank limited forgery 
policy and rain insurance. 

There are two cases where disre- 
gard of the coinsurance principle is 
justified by the nature of the insur- 
ance contract, namely, (a) where 
total loss only is insured against and 
(b) where insurance to the full value 
of the amount at risk is automatic. 
For example in life insurance there is 
cither no loss or a total loss; no de- 
grees of loss exist and an insurance 
company is not adversely affected by 
selling small amounts of insurance.* 
The same is true of accident insur- 
ance against loss of life, specific in- 
juries, and even total loss of time 
where no waiting period is intro- 
duced. It is almost true in marine 
insurance of those goods insured un- 
der a memorandum clause against 
general average and total loss only, 
because no partial losses are covered 
except those due to general average 
acts.° 

(2) Full coinsurance required. In 
this case the insured has no option 
except full insurance, as in leasehold 
insurance, title insurance, some forms 
of surety bonding and unearned pre- 
miums insurance. 


(3) Decreasing rate scale. In this 
case the rate of premium is decreased 
as the amount of insurance increases, 
although without any reference to the 
value of the property insured or the 
amount at risk. An effect is achieved 
thereby somewhat crudely approxi- 

4We are discussing here the pure premium, 


covering risk alone, and no expense element en- 
ters the discussion at any point. 


5This is an exceptional situation in marine in- 
surance, which in general supplies the best ex- 
ample of the complete application of coinsurance 
in all cases. 
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mating a scale of rates 
varying amounts of 
value. For example, in residence 
burglary blanket and _half-blanket 
policies the second $1,000 of insur- 
ance costs only half as much, and the 
third $1,000 about 40 per cent as 
much as the first $1,000. Thus a man 
buying the second $1,000 of insurance 
receives the same reduction, whether 
his property is worth $5,000 or $10,- 
000. This form of rate reduction is 
employed also in nearly all forms of 
public liability insurance, fidelity in- 
surance, some floaters in inland ma- 
rine insurance, parcel post open pol- 
icies, open stock burglary policies, 
other forms of burglary and robbery 
policies, forgery insurance policies 
generally, automobile liability and 
property damage insurance, and some 
other forms of insurance. In resi- 
dence burglary and robbery divided- 
coverage policies and in open stock 
burglary insurance there is also the 
reduced rate contribution method dis- 
cussed under (4). 

(4) Reduced rate contribution 
iicthod. In this case the rate is ad- 
justed to varying per cents of in- 
surance to value, of which the fire in- 
surance reduced rate contribution 
clause is the best-known example. 
Many other examples are cited later. 


adjusted to 
insurance to 


Voluntary and Enforced 
Coinsurance 


The method utilized in practice of 
applying the coinsurance principle is 
to supply the insured with insurance 
at a rate of premium lower than 
otherwise would be possible, provided 
the insured will either (1) sufficiently 
insure or (2) bear some part of the 
loss himself. 

Voluntary coinsurance. In some 
forms of insurance the insured may 
choose which of the two alternatives 
he prefers and in others he must ac- 
cept the one proffered by the insur- 
ance company. Thus in fire insurance 
(under the reduced rate contribution 
clause) the insured may fully insure 
or accept only partial indemnity for 
loss. This is usually true also in ac- 
cident insurance (where the insured 
has some choice of waiting period) ; 
in automobile collision insurance 
(where the insured may or may not 
accept a deductible provision) ; and 
in numerous other forms of insur- 
ance.® 

There have been included in this 
group only cases in which the insured 
could obtain a lower premium rate in 
some form by purchasing larger 
amounts of insurance. There are 
other branches of insurance which 
merely ignore coinsurance (as we 
have seen). In those branches, al- 
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though the insured has a choice of 
the amount of insurance, he can ob- 
tain no benefit by more fully insuring, 
other than the additional protection. 
These have been classified above un- 
der “No coinsurance”’. 


Enforced coinsurance. On the other 
hand, in other forms of insurance the 
insured must bear some part of the 
loss himself, having no opportunity 
to fully insure. This is the case in 
health insurance (where _ policies 
without waiting periods are seldom 
issued) ; under the provision of the 
glass insurance policy which restricts 
payment for frame repairs, boarding 
of windows, removal of fixtures to 
$75 each or $150 in all) ; and in other 
cases.* 


Types of Coinsurance Clauses 


Where the insured has not full in- 
surance, either from preference or by 
necessity, he must pay a higher rate 
or must bear some part of the loss. 
We shall now consider the incidence 
of the loss, the arrangements of which 
may be divided into four classes. 


(1) Limited Liability Clauses. In 
some policies the insurance company 
will not pay, on any loss, more than 
a limited amount.® In this case the 
insured is a co-insurer for the balance 
and, like an excess reinsurer, respon- 
sible for all losses beyond the limit. 
We are now referring to cases in 
which the limit is a fixed amount, not 
in any way contingent upon the pro- 
portion of insurance to value, size of 
the loss, value of the property, or 
other governing circumstances. For 
example, in the residence burglary 
and theft policy, not more than $100 

(Continued on page 19) 


6For examples in boiler and machinery insur- 
ance (where the insured may purchase a deduc- 
tible policy or not as he desires); in fire use and 
occupancy insurance of the mercantile gross 
earnings form (where the insured may insure 
from 50 to 80 per cent of the gross earnings), 
of the manufacturing “specified time’ form 
(where the insured may select any fraction of a 
year to be covered), of the manufacturing per 
diem form (where the imsured may fix any 
amount per day), and of the manufacturing co- 
insurance form (where he can select what per 
cent of continued expense and profit he chooses 
to insure) ; in rent insurance (where the time to 
repair or the full year’s rental may be selected); 
in nearly all forms of public liability policies 
(where the insured may take any. amount of in- 
surance); in automobile liability insurance (where 
the insured may take any multiple of the standard 
limits); and in residence burglary and theft di- 
vided coverage policies (where the insured may 
take any amount of insurance on class (a) prop- 
erty, after accepting a contribution clause). 

7In "credit insurance (where the insured must 
bear the normal loss and also the so-called co- 
insurance deduction); in workmen’s compensa- 
tion (where the injured party bears the burden 
of the waiting period prescribed by law); under 
the “goods form” of profits and commission. in- 
surance (in some localities); in residence bur- 
glary and theft policies (where not more than 
$100 is insured on stamp and coin collections 
and not more than $50 on money and securities) ; 
on depositors’ and commercial forgery policies 
(where losses on incoming instruments are only 
partially covered). 

8Every policy has a limit of liability but this 
can be escaped in most cases by taking additional 
policies or by raising the face of the policy. But 
the limitation referred to here operates in spite 
of any change in the face of the policy, 
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Wartime Conference of National Association 
of Insurance Commissioners 


HE Special Wartime Confer- 

ence of the National Associa- 

tion of Insurance Commission- 
ers held at Hotel St. Paul in St. Paul, 
Minnesota on June 4-7, 1945 as 
viewed by one outside of the industry 
might easily have seemed to be only 
the routine pattern of a lively meet- 
ing of successful business men. 

Attendance by both commissioners 
and the third house was but little less 
than normal and the program was full 
of committee meetings, dinner and 
luncheon sessions, and even a sparse 
amount of good entertainment con- 
jured up by an alert committee from 
local talent found available. 

Yet the tension of wartime was 
everywhere evident. Just below the 
surface of the formal speeches and 
deliberations in the committee rooms, 
and the conversation and mirth in the 
corridors, was a serious note amount- 
ing almost to a guilty feeling by some 
that time and travel were being used 
for a meeting for commercial pur- 
poses. However, the opinion pre- 
vailed that the insurance business was 
at a difficult fork in the road and any 
constructive effort to discover the 
right path was well justified. 


To carry along the tradition of the 
organization the regular election of 
officers was held and without contest 
the tollowing were chosen: James M. 
McCormack of Tennessee, President ; 
Edward L. Scheufler of Missouri, 
Vice-President ; Jess E. Read of Ok- 
lahoma, Secretary; Seth B. Thomp- 
son of Oregon, Chairman of the Ex- 
ecutive Committee ; Newell R. John- 
son of Minnesota, Vice-Chairman of 
the same body; and Robert E. Dineen 
of New York, Maynard Garrison of 
California and William P. Hodges of 
North Carolina, members. No changes 
in the various other committee mem- 
bership lists were announced. 


Strangely enough the biggest piece 
of work done occupied the least time. 
It had been expected by most of those 
present that the federal situation 
would bring about long continued de- 
bate and demands for action at the 
meeting. But various considerations 
shaped the course differently and the 
commissioners’ committee to which 
this hot controversial topic had been 
assigned spent only a relatively few 
minutes (at least in their open meet- 
ing) to decide that the matter should 
go over until the December session. 
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However, this was undoubtedly 
done with foreknowledge that a com- 
mittee of the industry already had 
well in hand a program of group 
meetings of the various sections of 
the industry to make preliminary 
studies of the whole federal matter in 
relation to specific needs and later to 
consolidate these reports as a basis 
for an effort to bring insurance gen- 
erally into accord on the absolute ne- 
cessities which must be faced at the 
legislatures before 1948. Ideally, this 
committee is to have a final roundup 
of concrete ideas some time early in 
the fall, and a consolidation of prac- 
tical opinion is to be ready for the 
commissioners’ meeting in New York 
in December of this year. 

Fear of the possible undesirable 
consequences of federal regulation 
undoubtedly will be a spur to cause 
much more definite action than ever 
before to be taken on standard prin- 
ciples to suggest the actual text which 
the various states should enact into 
law in order to avoid federal inter- 
vention in the regulatory field. 

Active in this project were A. V. 
Gruhn of American Mutual Alliance, 
who acted as temporary chairman 
and met with representatives of the 
National Board of Fire Underwrit- 
ers, American Life Convention, Life 
Insurance Association, Association of 
Casualty and Surety Executives, 
Health and Accident Underwriters 


Conference, National Association of 
Mutual Casualty Companies, Nation- 


al Fraternal Congress, National As- 
sociation of Insurance Brokers and 
representatives of the proposed new 
association of independent casualty 
companies which has not yet been 
given a formal name. 

While this gives very little to re- 
port in the way of progress toward 
solving the big question of the hour, 
yet the roster of participants in the 
coming conference is impressive and 
marks the first time that so much 
earnest talent has been concentrated 
in one group to look the stern federal 
facts in the face. 

The conference proper really, be- 
gan on Saturday previous to the an- 
nounced date when the Executive 
Committee held its first session. Un- 
der the chairmanship of Scheufler of 
Missouri, routine business was taken 
care of, the resignation of Oscar 
Erickson of North Dakota, on trial 
for impeachment, was unanimously 
accepted, and out of respect for the 
general attitude of curtailment of 
conventions the final meeting of the 
conference was voted to be held 
Wednesday evening, thus cutting off 
one day from the schedule and com- 
plying specifically with the regula- 
tions of the O.D.T. A request for 
an expression of opinion of the pro- 
posed insurance arrangement of the 
Smaller War Plants Corporation was 
tabled, despite the objection of A. V. 
Gruhn that the S.W.P.C. plan is un- 
fairly discriminatory in its treatinent 
of policyholders, and in conflict with 
state laws. Suggestions as to the pas- 
sage of insurance legislation were re- 
ferred for later action to the Laws 
and Legislation Committee and Har- 
rington of Massachusetts reviewed 
the recent meetings at St. Louis and 
New York which considered rates 
and rating organizations. 

At the second session of the Ex- 
ecutive Committee the meeting was 
largely occupied by discussion of the 
fraternal insurance supervision ques- 
tion and the report of the Blanks 
Committee of the National Associa- 
tion. The latter revolved around the 
needs of the workmen’s compensation 
business and this was referred for 
further action to another group. As 
to problems confronting the fraternal 
insurance associations the commis- 
sioners committee on fraternals, with 
William A. Sullivan of Washington, 
chairman, considered the necessity of 
a complete fraternal code for all 
states. This was also put over for 
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subsequent study and action, but the 
interest manifested indicated that 
concrete suggestions would soon be 
on the way. 

The general session opened with an 
invocation by Capt. C. M. Rasmus- 
sen, chaplain at Fort Snelling, in a 
manner made especially impressive 
by the solemnity of the times. 

State Senator Charles Orr of St. 
Paul, counsel for the Insurance Fed- 
eration of Minnesota, substituted for 
Governor Thye in welcoming the 
commissioners to Minnesota and suc- 
ceeded in a brief speech in putting the 
audience in exceptionally good humor 
with his expert combination of wit, 
oratory, sly references to the insur- 
ance business, all flavored with an at- 
titude of sound common sense. He 
brought down the house with such 
quips as “A speech does not need to 
be eternal to be immortal”—“The 
United States Supreme Court has be- 
come a court of final conjecture” 
and “I could give you a snappy talk 
on the Guertin legislation.” 

The response was by McCormack 
vf Tennessee, vice-president of the 
Association, and the roll call by Sec- 
retary Read of Oklahoma revealed 
that forty-five states and Ontario, 
Quebec and Manitoba were repre- 
sented. President Johnson gracious- 
ly introduced the new commissioners 
in the conference, these being McKen- 
zie, Arkansas; Pearson, Indiana; 
Wilson, Kentucky; Carey, New ‘Jer- 
sey; Dressel, Ohio; Butler, Texas 
and Matzke of Nebraska who will suc- 
ceed Commissioner Fraizer shortly. 


The presidential address (text of 
which will be found on another page) 
went into a detailed but interesting 
history of the events preceding and 
subsequent to the passage of Public 
Law 15, as applied to the federal 
problem still before the insurance 
business. His specific recommenda- 
tion to speed further progress was 
that a subcommittee of the executive 
committee on uniform state legisla- 
tion should begin to function at once 
and that the national association 
needed a central headquarters office 
with a permanent staff and facilities 
for gathering and distributing infor- 
mation. The president was presented 
with two handsome gavels by Harold 
J. Cummings, vice-president of the 
Minnesota Mutual Life and general 
chairman of the local committee, in 
behalf of the Minnesota companies. 
This was a new note in convention 
procedure since one gavel was to be 
passed along to the new N.A.L.C. 
president. 

Scheufler of Missouri made a brief 
report as chairman of the executive 
committee. 


JouRNAL oF AMERICAN INSURANCE 


~ > ._2- 5% is. 





SETH B. THOMPSON 


Later the various committees be- 
gan to grind out their discussions and 
prepare reports, the most important 
of which will be found printed or dis- 
cussed somewhat in detail in subse- 
quent columns. 


The matter of the casualty experi- 
ence exhibit which was approved at 
the December meeting was taken up 
by the Blanks Committee in conjunc- 
tion with the workmen’s compensa- 
tion committee. Instructions had 
been given at a former meeting to 
alter the form in certain respects. 
Commissioner Harrington registered 
his vote in opposition but after a 
flurry of debate agreement was 
reached that the companies will be 
required to conform to these blanks in 
those states that call for them by a 
date not later than May 15, 1946. 
Provision was reserved for the date 
line to be redetermined in the future 
and it was generally thought that 
April 1 might be named. The ex- 
hibit is to be similar to that used for 
a number of years past by the New 
York Department, supplementing the 
annual statement, and adding a spe- 
cial showing relating to retrospective 
rating and guaranteed discount plans 
in the workmen’s compensation field. 
A number of commissioners ex- 
pressed themselves as not entirely 
satisfied with the outcome, Commis- 
sioner Gough going so far as to say 
that the figures collected would be 
meaningless and that he did not pro- 
pose to require the companies to fur- 
nish them. Commissioner Dineen of 
New York voted for the report but 
expressed reservations as to its defi- 
nite value. Gibbs of Texas and 
Forbes of Michigan were of the opin- 
ion that the exhibit would be very 
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helpful in furnishing a basis for ac- 
tion on rates. 

Commissioner Fraizer of Nebraska 
reported on the activities of the Com- 
mittee on Laws and Legislation point- 
ing out that considerable progress had 
been made in the direction of uni- 
formity among the various states but 
much work remained, one of the chief 
difficulties being that heads of depart- 
ments had changed frequently and a 
new start had to be made with per- 
sonnel unacquainted with the prob- 
lem. He said the uniform law on un- 
authorized insurance had been adop- 
ted in a number of states although 
the uniform liquidation law had not 
been so well supported. He thought, 
however, that the latter had been 
gaining ground of late and that liqui- 
dation statutes would be strengthened 
in the near future. He referred to 
intensive study having been given to 
retaliatory and countersignature laws 
by the committee during the last two 
years. 

The Committee accepted with grat- 
itude an offer by the National Con- 
ference of Commissioners on Uni- 
form State Laws, to cooperate with 
the Association in the passage of 
needed laws in connection with the 
Federal pfoblem. Recognition was 
given to the value of the Conference 
which is a creation of the American 
Bar Association. 

Commissioner Forbes of Michigan 
headed the interstate rating meeting 
which was spirited and full of inter- 
est. 

It was suggested by J. R. Barry, 
general counsel of the National 
Board, that an average rate be used 
in computing taxes on interstate risk 
premiums, and it was his opinion that 
such a tax provision should be in- 
corporated in the rating or the tax 
laws in every state. Mr. Gruhn of 
the American Mutual Alliance said 
the problem should not be considered 
as one solely of taxation since the 
trouble often arises from illegal un- 
derwriting practices and the device 
of cutting rates in the open states, 
to equalize the overall premium costs 
on large widespread risks, will com- 
plicate the ‘situation as long as some 
states remain without regulation. 


Fischer of Iowa took the position 
that adequate regulation of intra- 
state risks must be decided on before 
the interstate risks problem can be 
solved. Barry of Carroon and Rey- 
nolds pleaded that American compan- 
ies be given an opportunity to com- 
pete with London Lloyds and the 
practice of self-insurance. He 
thought that an agreement by the 
states to tax interstate risks on the 
basis of an average rate would rem- 
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edy 90% of the problem. He pro- 
posed a national rating bureau. 

As to the latter idea, Scheufler 
of Missouri wanted to know if the 
federal government would not collect 
the taxes if a national bureau were 
established. Thompson of Oregon 
said he liked the national rating or- 
ganization idea and thought it could 
be easily regulated and examined by 
a process similar to the zofe system. 

Hugh Harbison of the Travelers 
spoke of the merits of the model cas- 
ualty bill in making interstate rating 
permissible and pointed out that every 
rating law which is passed would em- 
phasize the necessity for regarding 
every national risk as one to be treat- 
ed on a national basis. 

It was observed by Garrison of 
California that provisions would have 
to be made for free functioning of 
interstate underwriting and he sug- 
gested that a national organization 
should be set up that would be inde- 
pendent from the restrictions of state 
laws. 

S. A. Markel of the American 
Fidelity and Casualty, voiced the 
complaint that companies which try 
to follow bureau rates on trucks and 
buses find themselves undercut by 
bureau companies resorting to the 
equity rating method. He strongly 
favored experience rating as the most 
practical means of getting at the right 
figure and said this should be done 
on the mileage basis. In his opinion 
the requirements that a company 
make individual rate filings is not in 
any sense rate regulation. 

No action was taken by the com- 
mittee appointed to select the succes- 
sor for the place of C. W. Hobbs as 
the commissioners’ representative on 
the national council on compensation 
insurance and the rumor was that 
this office will likely remain vacant. 
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The Committee on Automobile As- 
signed Risks Plan asked that a com- 
mittee from the industry recommend 
a plan to incorporate a nationwide ad- 
visory body for the purpose of bring- 
ing about uniformity in the adminis- 
tration of the plan by various states. 
It was requested that the industry 
committee report at the December 
meeting of the commissioners. 

The real estate committee agreed 
on a formula for evaluating real 
estate in the event of foreclosure of 
mortgage. This was that the unpaid 
balance plus foreclosure costs plus 
unpaid taxes be used as the value. A 
depreciation of not less than 10% 
was suggested for buildings repos- 
sessed by insurance companies 
through foreclosure or otherwise. 

It was the general opinion voiced 
at the hospitalization committee that 
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all hospital associations should come 
under the jurisdiction of insurance 
departments. Announcement was 
made that the Blue Cross organiza- 
tion would shortly provide for nation- 
wide reciprocity in its plan so that 
members taken ill in any state would 
receive full benefit of the Blue Cross 
service. 

The question of uniform account- 
ing, which is very close to the heart 
of Superintendent Dineen of New 
York, was thrown into the hopper for 
discussion and was lent added em- 
phasis by the release of correspond- 
ence of Senator O’Mahoney of Wy- 
oming with Senator Midgley of Utah. 
The latter had stated that the legis- 
lature in his state had created an in- 
terim committee to study possible in- 
surance legislation and would soon 
be calling for all information pos- 
sible. 

Senator O’Mahoney pointed out 
that the experience of regulatory 


bodies in making rates for. railroads 
and public utilities demonstrated that 
any regulatory organization would be 
handicapped unless uniform meth- 
ods of accounting were insisted upon. 
He said, “Without such a system a 
regulatory body cannot with conven- 
ience and efficiency, obtain the facts 
which it should have to protect the 
public which, without the interven- 
tion of public regulation, is at the 
niercy of the corporations that are 
to be regulated.” Continuing, he 
stated, “A large proportion of the 
insurance business today falls into 
the national and international cate- 
gory. The individuals who hold pol- 
icies on their homes and on their lives 
are entitled to have their interests de- 
fended by public officials whom they 
can easily reach. This need the states 
can fill * * * in any event the task 
for readjustment is one which ought 
to be tackled objectively. The ap- 
pointment of an interim committee by 
a state legislature to study the prob- 
lem is evidence of an intent to do the 
job objectively and I congratulate you 
(Senator Midgley) and the Utah leg- 
islature.” 


The fire and marine committee 
tossed the subject of agents’ and 
brokers’ commissions back and forth 
during a lively session and while no 
action was taken the reverberations 
of the discussion will doubtless con- 
tinue for a long time in the halls of 
the insurance industry. Forbes of 
Michigan inquired how a uniform 
program could be devised when there 
is such a wide variation as to com- 
mission scales in various cities and 
states, citing the instance of Detroit 
where commissions are 5% _ higher 
than in the rest of the state of Mich- 
igan and contrasting it with Nevada 
where there are no excepted cities. 
Barry of Carroon and Reynolds con- 
tended that commissions would tend 
to regulate themselves in the long run 


(Continued on page 23) 
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Supreme Court Decides Premium Tax Case 
Taxation of foreign insurance companies in 


excess of charge on 


N an opinion delivered June 11 

by Justice Douglas, the United 

States Supreme Court upheld the 
4% tax levied by Oklahoma on the 
premiums collected by foreign insur- 
ance companies. The decision, to 
which Justice Roberts dissented, was 
on an appeal by the Lincoln National 
Life Insurance Company from a de- 
cision by the Supreme Court of Ok- 
lahoma upholding the law. The com- 
pany claimed the law was discrimina- 
tory because it did not require a sim- 
ilar tax of domestic companies. 

The Court pointed out that the 
company had been licensed in Okla- 
homa since 1919 and had paid a 2% 
tax on premiums each year until 
1941, when the law was amended to 
increase the tax to 4%. At the time 
of the increase the company chal- 
lenged the constitutionality of both 
the 2% and 4% taxes. In holding 
the law valid the Court said, in part: 

“We can put to one side such cases as 
Hanover Ins. Co. v. Harding, 272 U.S. 
494, where a foreign insurance company, 
having obtained an unequivocal license 
to do business in Illinois and built up a 
business there, was subsequently sub- 
jected to discriminatory taxation. In 
the present case each annual license, pur- 
suant to the provisions of the Oklahoma 
Constitution, was granted on condition 
(1) that appellant agree to pay all such 
taxes and fees as the legislature might 
impose on foreign insurance companies 
and (2) that a refusal to pay such taxes 
or fees should work a forfeiture of the 
license. The payment of the gross pre- 
mium tax on or before the expiration of 
the license year was always a‘condition 
precedent to the issuance of the license 
for the following year.. Accordingly, ap- 
pellant, unlike the foreign corporation in 
Hanover Ins. Co. v. Harding, supra, 
never obtained from Oklahoma an un- 
equivocal license to do business there; 
it agreed to pay not only for the renewal 
but also for the retention of its annual 
license such taxes as Oklahoma might 
impose. 

“It has been held both before and after 
the Fourteenth Amendment that a State 
may impose on a foreign corporation for 
the privilege of doing business within its 
borders more onerous conditions than it 
imposes on domestic companies. Paul 
v. Virginia, 8 Wall. 168; Ducat v. Chi- 
cago, 10 Wall. 410; Philadelphia Fire 
Assoc. v. New York, 119 U.S. 110. But 
it is said that a State may not impose 
an unconstitutional condition—that is it 
May not exact as a condition an infringe- 
ment or sacrifice of the rights secured to 
the corporation by the Constitution of 
the United States. The argument ap- 
parently is that since appellant is entitled 
to the equal protection of the laws, a 
condition cannot be imposed which re- 
sults in its unequal and discriminatory 
treatment. 

“But that argument proves too much. 
If it were adopted, then the long estab- 


domestic companies upheld 


lished rule that a State may discriminate 
against foreign corporations by admit- 
ting them under more onerous conditions 
than it exacts from domestic companies 
would go into the discard. Moreover, 
it has never been held that a State may 
not exact from a foreign corporation as 
a condition to admission to do business 
the payment of a tax measured by the 
business done within its borders. See 
Continental Assurance Co. v. Tennessee, 
311 U.S. 5. That was the nature of the 
tax imposed in Philadelphia Fire Assoc. 
v. New York, supra. That company was 
licensed to do business in New York 
under a law which required it to pay 
such a tax as its home State might im- 
pose on New York companies doing 
business there. After it had qualified to 
do business in New York its home state 
exacted from foreign corporations a tax 
of 3 per cent on premiums received in 
that State. New York accordingly fol- 
lowed suit. The Court sustained the in- 
creased tax, saying that since the license 
of the foreign company was subject to 
the conditions prescribed by the New 
York statute, the amount of the tax 
could at any time be increased for the 
future. “The State, having the power 
to exclude entirely, has the power to 
change the conditions of admission at 
any time for the future, and to impose 
as a condition the payment of a new 
tax, or a further tax, as a license fee. 
If it imposes such license fee as a pre- 
requisite for the future, the foreign cor- 
poration, until it pays such license fee, 
is not admitted within the State or with- 
in its jurisdiction. It is outside, at the 
threshold, seeking admission, with con- 
sent not yet given.’ 119 U.S. p. 119. 
And the equal protection clause does not 
require the tax or rate of tax exacted 
from a foreign corporation as a condition 
of entry to be the same as that imposed 
on domestic corporations. Hanover Ins. 
Co. v. Harding, supra, pp. 510-511.” 

S.E.U.A. Case Not Applicable 

In a footnote to the opinion the 
Court pointed out that there had been 
no contention that the Lincoln Na- 
tional Life Insurance Company was 
engaged in interstate commerce and 
hence, it said, “We do not have pre- 
sented any question concerning the 
effect of United States v. South-East- 
ern Underwriters Assoc., 322 U.S. 
533, on the problem.” 

The case therefore leaves un- 
solved the problem of whether state 
laws which tax domestic companies 
less than foreign ones, or not at all, 
are constitutional when applied to 
foreign companies shown to be en- 
gaged in interstate commerce. How- 
ever, the fact that the Supreme Court 
granted an appeal and then affirmed 
by a fairly lengthy opinion a point al- 
ready well established, gives the case 
the appearance of a “straw in the 
wind” as to the Court’s inclination to 
uphold state laws even though they 
regulate insurance which under the 
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S.E.U.A. case is interstate commerce. 
It is a foregone conclusion that the 
Supreme Court will be asked to speak 
again on this subject, since a multi- 
tude of cases are pending before 
state courts, challenging the validity 
of tax laws treating domestic com- 
panies more favorably than foreign 
ones. 


1945 Tax Legislation— 
Fire and Casualty 


The threat or pendency of these 
suits was a large factor in the persua- 
sion of sixteen state legislatures to 
change their premium tax laws this 
year so as to put domestic and foreign 
companies on the same basis. Twelve 
of the new laws (in Arizona, Arkan- 
sas, Florida, Maryland, Missouri, 
New Hampshire, New Jersey, New 
Mexico, Oklahoma, Oregon, Tennes- 
see and West Virginia) tax domestic 
companies of a type which previously 
paid no premium tax. In four states 
—lIowa, Maine, South Dakota and 
Washington — equalization was ac- 
complished by increasing the prior 
domestic rate to make it uniform 
with that levied on foreign compan- 
ies. These changes were accompan- 
ied by a reduction in the rate on for- 
eign companies in four states: Iowa 
and Tennessee (%4%); Oregon and 
Washington (4%). Rate increases 
were effected for all types of com- 
panies in Delaware (1% to 134%) 
and Georgia (11% to 2%); but there 
was a decrease in North Carolina 
from 24 to 2% on all but workmen’s 
compensation premiums. 

Despite the tendency to equalize, 
several states passed special provi- 
sions designed to give an advantage 
to domestic companies. The New 
Jersey enactment limits taxable pre- 
miums to 12'%% of the total if the 
premiums received in New Jersey ex- 
ceed 1214% of those received every- 
where. Similarly, Florida will give 
credit on premium tax for an amount 
equal to the proportion which Florida 
premiums bear to total premiums. 
Rate reductions based on amount of 
local investments are provided by 
Georgia, Oklahoma and South Da- 
kota. Texas has retained a similar 
plan, with a change in the rate range. 

Retaliatory laws were repealed in 
Arizona, Colorado, Delaware, Georg- 
ia, Iowa, Maine, Maryland, New 
Jersey, New Mexico, North Carolina, 
Oregon and Tennessee. 

Other changes in the premium tax 
field include a law in Connecticut tax- 
ing foreign companies 2% (the rate 
paid by domestics) instead of on a 
reciprocal basis, and a bill in Missouri 
which permits deduction of dividends 
by all companies. 
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SURPLUS OR JU 

VERY week from 20 to 30 air- 

planes purchased from war 

surplus stocks are being cer- 
tificated by the CAA as airworthy. 
Alert insurance producers are secur- 
ing lists of the new owners from the 
aviation press and are rapidly selling 
insurance on the newly acquired air- 
craft. 

An airplane which has been certifi- 
cated as airworthy by the CAA can 
be considered as a normal risk for 
its age and type. Adequate repairs 
have been made and any changes nec- 
essary to conform to CAA regula- 
tions must be taken care of before 
the airworthiness certificate will be 
issued by the CAA. 

Insurance companies are also re- 
ceiving many applications for insur- 
ance on surplus war planes which 
have not yet been certificated. These 
are planes which have been pur- 
chased from the government on an 
“as is” basis. In these cases the un- 
derwriting problem is entirely differ- 
ent and the insurance company must 
assume that the plane does not yet 
meet the requirements as airworthy. 
In fact, it is doubtful whether some 
planes will ever be certificated. 

There has been much criticism di- 
rected at the surplus disposal meth- 
ods used in connection with aircraft. 
Under the original plan for disposal 
of planes, they were sold to the first 
bidder at an OPA ceiling price. If 
no one considered a plane worth the 
ceiling price, it was sold to the high- 
est bidder at some figure below the 
OPA ceiling. This method succeeded 
in selling the more usable types com- 
mon to civilian aviation of prewar 
days. However, the government 
found itself unable to get rid of a 
large number of high-powered pri- 
mary trainers which have relatively 
low utility for private purposes. A 
typical ship in this class is one which 
cost the government about $9,000 to 
build, and which carries one passen- 
ger besides the pilot. Its 175-horse- 


power motor makes the plane an ex- 
pensive ship to operate and it does not 
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have sufficient carrying capacity to 
justify the high operating costs. 

A new method of disposal was de- 
veloped to take care of these planes 
and a price tag was attached to each 
plane, with the price varying accord- 
ing to age and condition. Planes cost- 
ing $9,000 to build were tagged at 
prices as low as $840. 

If a surplus airplane can be flown, 
permission is granted for the pur- 
chaser to fly the plane to his home air- 
port. These so-called “ferry flights” 
are being made before the planes re- 
ceive repairs and before they are cer- 
tificated as airworthy. Insurance 
companies are advised not to insure 
these ferry flights of non-airworthy 
planes unless there is assurance that 
the coverage will be continued in full 
when the ship has been fully repaired. 
For instance, companies are report- 
ing attempts by policyholders to se- 
cure full crash coverage during the 
ferry flight, with the obvious inten- 
tion of dropping the crash coverage 
after the airplane. has been restored 
to an airworthy condition. This puts 
an unfair exposure on the insurance 
and one for which the rates are not 
adeqate. 

Several precepts/may be laid down 
for the guidance of companies which 
are taking applications for insurance 
on surplus war planes. First, inquiry 
must be made as to whether an air- 
worthiness certificate has been se- 
cured. If the plane does not yet 
qualify as airworthy, inquiry should 
Le made as to the nature of repairs 
necessary. It is reported that some 
of the planes are hardly flyable under 
any conditions when offered for sale 
and are far from airworthy. A ferry 
flight under such conditions is a risky 
undertaking. 


Inquiry should also be made con- 
cerning the reason for purchase by 
the prospective insured and whether 
the plane is suitable for his needs. 
People who have good use for a 65- 
horsepower light plane may find the 
175-horsepower two-place primary 
trainers a heavy financial burden. 
ven if there is no moral hazard, the 





situation is unhealthy when a plane 
owner is overburdened with his pur- 
chase. There is certain to be inade- 
quate care of the plane or an early 
cancellation of the policy, either of 
which is undesirable for the insurance 
company. 

Prospective purchasers and insur- 
ance companies alike will find it wise 
to inquire into the availability of 
spare parts for some of the surplus 
planes. If repair parts are not avail- 
able, there may be a temptation for 
the owner or his mechanic to impro- 
vise parts, with the likelihood of seri- 
ous consequences. 

A recent development is an offer 
by the government to operators and 
dealers of a 27 cents per mile fee for 
ferrying primary trainers from some 
of the Southern fields to the home 
bases of purchasers. This has the 
effect of giving dealers a discount 
when they purchase these planes and 
encourages buying by dealers for re- 
sale purposes. This is a healthier sit- 
uation than direct sale to users, be- 
cause the dealers are more competent 
to judge which planes can be made 
airworthy at a minimum of expense. 


It is expected that new civilian 
model planes will be produced for 
sale within a few months. Restric- 
tions are being lifted and actual pro- 
duction will begin as soon as material 
and labor can be used without inter- 
fering with war production. The 
“war weary jennies” will rapidly be- 
come undesirable when new aircraft 
are once more available’ 


The proper underwriting attitude 
in connection with surplus planes is 
one of friendly skepticism. Some of 
them are good planes and will give 
much service. Others will prove a 
disappointment to their owners and 
a liability to their insurers. Pur- 
chasers and underwriters alike need 
to inquire carefully and commit them- 
selves slowly. 

The principle of Caveat Emptor 
(Let the buyer beware) must be the 
basis for purchase of used planes. 
Careless buying will cause loss of 
life and aircraft. 
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INSURANCE NEWS DIGEST--FIRE AND CASUALTY 


Covering Period From May 1, 1945 Through May 31, 1945 











597, BUXTON RETURNS. Lt. Col. J. A. Buxton, who 
has been executive officer at Ft. Snelling since 
the beginning of the war, has been released from 
the Army and will resume his duties as president 
of the Mutual Implement & Hardware Insurance Com- 
pany of Owatonna, Minnesota, on July 1, 1945. 


598, ALABAMA RATING BILLS. The Alabama Legislature 
has finally passed three bills having to do with 
the regulation of insurance rates in that State. 
One bill creates a bureau of rates within the De- 
partment of Insurance under the direction of a 
supervisor who will act as the regulatory author- 
ity. A second measure deals with the making, fil- 
ing and approval of casualty insurance rates other 
than reinsurance, aviation insurance, accident and 
health insurance and title and credit insurance. 
The third bill will regulate the making and apply- 
ing of rates for fire, inland marine and all other 
kinds of insurance which fire insurance companies 
are authorized to write excepting reinsurance, 
aviation insurance and marine insurance. The two 
rating bills will become effective six months fol- 


, lowing the passage of the act. 


599, LICENSE RULES CHALLENGED. Suits recently filed 
by Thomas J. Herbert, former Attorney General of 
Ohio, representing certain automobile dealers and 
J. Roth Crabbe, former Superintendent of Insur- 
ance of the same State, representing Motors Insur- 
ance Company, question the right of the Ohio In- 
surance Superintendent to promulgate any rule that 
exceeds the standards concerning the licensing of 
insurance agents and solicitors set forth in the 
Ohio General Code. Mr. Herbert's partition ques- 
tions the right of the Superintendent to make any 
rulings as to qualifications ‘and if his contention 
should be sustained by the courts all of the rul- 
ings of the Superintendent would be jeopardized, 
including the recent action of Supt. Dressel in 
including solicitors under the qualification rules 
and lowering to 18 years the age at which an hon- 
orably discharged soldier might be licensed. Mr. 
Herbert contends that the Superintendent has no 
authority in law to promulgate and enforce such 
rules as exceeds the standard set forth in the Code 
and that such action is discriminatory. In the 
Motors’ suit it is contended that the Commission- 
er's rule is discriminatory since it forbids the 
licensing of "new applicants" who are connected 
with the automobile sales business but permits the 
relicensing of others in the business, thus pre- 
venting persons from pursuing a lawful occupation, 
that of insurance agent or solicitor, and that it 
violates both the Ohio Constitution and the 14th 
Smendment of the Federal Constitution. 


600, RECIPROCAL FORMED. A number of long distance 
and heavy duty trucking concerns in California have 
formed a reciprocal insurance exchange and have 
made application to the Insurance Department of 
that State for certificates of authority for Trans- 
port Underwriters Association as attorney-in-fact 
for the Transport Insurance Exchange which will 
write fire, theft, transportation, automotive pub- 
lic liability and property damage, general lia- 
bility and property damage, cargo liability, auto- 
mobile collision and miscellaneous liability 
lines. The application indicates that 100 members 
of the exchange have subscribed for policies and 
have paid $812.00 in premiums which with $200,- 
000.00 contributed surplus has been deposited in 
the Citizens National Trust & Savings Bank. 


601, DEPUTY NAMED. Insurance Commissioner D. D. 
Murphy of South Carolina has announced the appoint- 
ment of Miss Sue Godbold, for a number of years 


chief clerk in the South Carolina Department, as 
Deputy Commissioner to fill the post created by 
the recent General Assembly of that State. 


602, INVESTIGATION ORDERED. The Michigan State 
Senate prior to its adjournment on June 7th adopted 
a resolution calling for a legislative investiga- 
tion of the affairs of the Lapeer Farmers Mutual 
Fire Insurance Association which has been in re- 
ceivership for the past ten years under three suc- 
cessive receivers. Several previous but unsuccess- 
ful attempts have been made to obtain a legislative 
examination of the receiverships and other phases 
of the liquidation of the Lapeer association. 


603. AGENTS MANUAL. The California Insurance De- 
partment announces the completion of an insurance 
manual prepared for the assistance of those plan- 
ning to enter the insurance business and expecting 
to take examinations for licenses as agents and 
brokers. It covers all classes of insurance, 
treating the several subjects by the question and 
answer method. 


604, COMPENSATION RATES INCREASED. Following the 
liberalization of its workmen's compensation law 
by the state legislature of Iowa, insurance premi- 
ums on risks in that state were increased 14.7% as 
of July 4 on policies then in force and upon new 
policies written thereafter. 


605, LYNN A. HORTON. Announcement is made of the 
death of Lynn A. Horton, owner and manager of Hor- 
ton Claim Service, Oklahoma City, Oklahoma, on 
June llth at the age of 47 years. Mr. Horton was 
an officer of the National Association of Independ- 
ent Insurance Adjusters and editor of the Independ- 
ent Adjuster, official publication of the associa- 
tion. He was weil known as an insurance adjuster 
throughout the country. 


606. NEW YORK INSURANCE BOARD. On June 4, 1945, 
Governor Dewey appointed the following as members 
of the State Insurance Board: James A. Beha of New 
York, N. Y.; Jesse S. Phillips of New York, N. Y.; 
Richard V. Goodwin of New York, N. Y.; John C. Stott 
of Norwich, N. Y. Mr. Beha and Mr. Phillips are both 
former Superintendents of Insurance, Mr. Goodwin 
is First Vice-President of the Fireman's Fund In- 
demnity Company and Mr. Stott is a prominent insur- 
ance agent in Norwich, N. Y. Mr. Phillips is now 
Chairman of the Board of the Great American Indem- 
nity Company. The appointment of Messrs. Goodwin 
and Phillips gives the insurance companies repre- 
sentation on the Insurance Board. The appointment 
of Mr. Stott recognizes the importance of the pro- 
ducer in the insurance field today and gives the 
producers a forum in which to present their views 
when the Board considers major insurance problems. 
Matthew Woll, President of the Union Labor Life 
Insurance Company, and Francis R. Stoddard, former 
Superintendent of Insurance, are the other two 
members of the Board. 


607, FIDELITY AND SURETY RATES. The Towner Rating 
Bureau has announced additional amendments to its 
fidelity, forgery and surety manual to bring its 
rates in line with those now being charged by the 
Indemnity Insurance Company of North America. The 
changes effective when filed with the New York 
Insurance Department provide for changes in sav- 
ings, building and loan association bond premiums, 
excluding the charge for forgery and alteration 
coverage, with an additional charge of 10% of the 
premium for the latter coverage. Other changes 
and reductions are announced. 
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608. MICHIGAN LAW REVISION. Governor Harry F. 
Kelly of Michigan has signed the Michigan insur- 
ance code revision bill sponsored by Comm. Forbes 
of that state. The new law makes a number of minor 
changes in the existing code with one impor- 
tant provision giving the Insurance Commissioner 
authority to review and approve or disapprove all 
"basic" forms used by carriers admitted to Michi- 
gan. Comm. Forbes announces that notifications 
will be sent to all companies as soon as possible 
= the submission of their forms for re- 
view. 


609. HAIL LOSSES. The Minnesota hailstorm of May 
20th first reported to have done damage estimated 
at close to $1,000,000 is now reported to have 
caused comparatively little damage, most of it 
being in the nature of glass breakage. Crops were 
not far enough advanced to suffer any considerable 
damage. 


610. TEXAS FILING. Casualty Insurance Commission- 
er J. P. Gibbs of Texas has requested every insurer 
engaging in the fidelity, surety or guaranty busi- 
ness in that state to file with the Texas Board 
of Insurance Commissioners not later than Septen- 
ber l every manual of classifications, rules, 
rates, rating plans, policy forms and endorsements 
which it proposes to use in the writing of those 
lines. Each filing must be accompanied by the in- 
formation upon which the insurer supports it. 


611, BUREAU MEETS. At a special meeting held in 
lieu of the annual meeting of the Compensation Rat- 
ing and Inspection Bureau of New Jersey the follow- 
ing companies were elected to the Governing Con- 
mittee: New Jersey Manufacturers Casualty Insur- 
ance Company, Travelers Insurance Company, Lumber- 
mens Mutual Casualty Insurance Company and Aetna 
Casualty and Surety Company. It was reported that 
seven new members were admitted to the bureau in 
the calendar year of 1944 making a total member- 
ship of 95. Fifty-eight member company representa- 
tives attended the meeting. 


612, AUTO DEALERS PROTEST. Twenty representatives 
of the Tennessee Automobile Association have pro- 
tested to Governor J. Nance McCord over the refusal 
of the Insurance Department to issue agents' li- 
censes to all dealers. The delegation was referred 
by Gov. McCord to Insurance Commissioner McCormack 
who stated that only dealers in the smaller towns 
of Tennessee are eligible under the state laws for 
licenses. few dealers, who were insurance 
agents before becoming dealers or who have held 
a license for a considerable length of time, 
may continue to renew them. It is reported that 
some two or three hundred automobile dealers in 
Tennessee are endeavoring to secure agents’ li- 
censes by the time new cars reach the market and 
it is possible that an appeal will be taken to the 
courts. 


613. TEXAS RATE LAW. The Texas Board of Insurance 
Commissioners sent to all fire and casualty insur- 
ance companies doing business in that state copies 
of the rate laws effective May 4 with the explana- 
tion that they "do not affect in any way previous 
laws regulating rates and forms in fire, windstorn, 
automobile, workmen's compensation and title in- 
surance, but do bring under rating regulation or 
supervision all other classes of insurance except 
life, health and accident, ocean marine and avia- 
tion.* 


614, INDEPENDENTS ORGANIZE. Statements made at 
the time of the Insurance Commissioners' special 
meeting in St. Paul, June 5, indicate that a nun- 
ber of independent stock, mutual and reciprocal in- 
surance carriers have organized for the primary 
purpose of developing their own fire and casualty 
insurance rating bills. It was said that a tenta- 
tive organization of the companies includes ap- 
proximately 80 carriers with an executive commit- 
tee of eight companies including Allstate, Ameri- 
can Fidelity & Casualty Company, Ohio Casualty, 
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State Farm Mutual, Automobile Owners, Employers 
Mutual of Iowa, Interinsurance Exchange of the Chi- 
cago Motor Club and Detroit Automobile Insurance 
Exchange. 


615, RETALIATORY LAW. According to an opinion re- 
cently released by the Attorney General of Michi- 
gan the retaliatory law of that state does not 
permit the insurance supervisory authority to is- 
sue a restricted non-resident agent's license be- 
cause another state so restricts licenses issued 
to Michigan residents. The Michigan law according 
to the opinion applies wholly to insurance carriers 
rather than to their representatives. The opinion 
came as the result of the practice of the Michigan 
Department in issuing non-resident agents' licen- 
ses with a restricting clause to the effect that 
such agents "shall not solicit insurance directly 
or indirectly in this state or by or through a rep- 
resentative in this state and is only authorized 
to place insurance in this state which the licensee 
has directly procured from the assured outside of 
this state." 


616, NO LIABILITY. The Supreme Court of Tennessee 
has just held that the city of Nashville is not lia- 
ble for a loss by fire where negligence of a city 
employee resulted in failure to furnish water for 
a sprinkler system. The decision grew out of a 
case wherein the Nashville Trust Company as execu- 
tor and trustee had sought to recover damages from 
the city for the value of a building destroyed by 
fire, charging that the loss was due to the failure 
of the city to furnish water for the sprinkler sys- 
tem after it had been disconnected for failure to 
pay inspection fees and then left disconnected af- 
ter the fee had been paid. The court in which the 
case was started dismissed the suit on the ground 
that it sought to hold the city liable ‘in the ex- 
ercise of a governmental function and that court 
was reversed by the Court of Appeals. The Supreme 
Court now affirms the finding of the trial court 
and holds that the city cannot enter into a contract 
to prevent loss by fire pointing out that its un- 
dertaking to extinguish fires "is a public service, 
not corporate, and the city cannot be held liable 
for the negligent act of its agents in respect to 
such undertaking." 


617, ANNUAL MEETING. The Mutual Fire Insurance 
Association of New England, having a membership of 
23 companies, had its recent annual meeting in 
Boston and elected the following officers: 

President, Karl E. Greene, president, Berkshire 
Mutual Fire, Pittsfield; first vice-president, 
Commander Carl G. Gesen, secretary, Manufacturers 
& Merchants Mutual, Concord, N. H., now on leave 
with the Navy; second vice-president, 
Charles E. Hogan, secretary, Middlesex Mutual Fire, 
Concord, Mass.; secretary-treasurer, Raymond C. 
Baker, Newton, and assistant secretary Ethel M. 
Pratt, Reading, member of executive committee for 
four years, Clifford A. Peterson, secretary, Mer- 
chants & Farmers Mutual Fire, Worcester. 


618. NEW COVERAGE. The Mutual Boiler Insurance 
Company of Boston is offering its policyholders 
in the power plant field a "repair and replace- 
ment" coverage for which the premium is determined 
by applying a percentage rate to the premium for 
all direct damage insurance on boilers and machin- 
ery offered under a policy to which the coverage 
applies. The company announces that "the coverage 
is designed to reimburse for the difference be- 
tween the actual cash value of the property at 
the time of loss with due allowance for deprecia- 
tion and the amount actually expended to repair, 
rebuild or replace the property with materials 
of like size, kind and quality." 


619, LIGHTNING LOSSES. Howard S. Russell, manager 


of the Mutual Farm Underwriters at Waltham, Mass., 
states in his annual report to that organization 
that contrary to the usual trend lightning was the 
largest single cause of fires on Massachusetts 
farms. insured by member companies of the organiza- 
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tion in 1944. According to Mr. Russell, lightning 
accounted for 81 of the 236 losses on such farms 
the last year as against an annual average of 36 
lightning fires. 


620, N.F.P.A.: BOOKLET. The National Fire Protec- 
tion Association, 60 Batterymarch Street, Boston 
10, Mass., has just published a new booklet en- 
titled "Employee Organization for Fire Safety" 
which outlines means of utilizing the best features 
of the air raid organization in peacetime plant 
fire safety. The booklet is a 40-page publication 
and may be secured from the organization at 25 cents 
a copy. 


621, HIGHJACKING INCREASES. In an article appear- 
ing in the June issue of Babaco News, J. Edgar 
Hoover, Director of the F.B.I. warns inland marine 
underwriters against an increase in highjacking 
and states that in 1944 such crimes involving in- 
terstate shipments more than doubled. Mr. Hoover 
states that "last year was the busiest in the his- 
tory of the F.B.I., a major crime occurring every 
23 seconds." 


622, COMMISSIONER APPOINTED. Announcement is made 
of the appointment of Harry B. Wilson, local in- 
surance agent of Irvine, as Insurance Commissioner 
for the State of Kentucky to succeed Sherman Good- 
paster. Mr. Wilson was president of the Kentucky 
Association of Insurance Agents in 1928-29. 


623. BAKER RESIGNS. Raymond C. Baker has tendered 
his resignation as executive vice-president and 
secretary-treasurer of the Mutual Fire Insurance 
Association of New England to become associated 
with the public relations department of N. W. Ayer 
& Son, Inc., New York, nationally known advertis- 
ing agency. Announcement of Mr. Baker's resigna- 
tion and its acceptance "with regrets" was made 
today by Association President Karl E. Greene, 
president of the Berkshire Mutual Fire Insurance 


Co., Pittsfield, Mass. "It was with reluctance 
that his resignation was accepted by the 23 men- 
ber companies," Mr. Greene said. "As an expres- 


sion of confidence, he was re-elected at the annual 
meeting on June 8 to the offices of secretary- 
treasurer until his resignation becomes effective 
on July 15. In presenting his resignation, Mr. 
Baker said he felt that N. W. Ayer & Son offered 
him wider opportunities in the field of public 
relations." 


624, TRAVEL RESTRICTION. The Office of War Infor- 
mation reports an estimated saving of more than 
52,000,000 passenger miles in three months as the 
result of the convention ban in effect during Feb- 
ruary, March and April. During that period the 
War Committee on Conventions received 1,088 appli- 
cations for the holding of conventions and group 
meetings of which only 69 were approved. 


§25, PERSONAL PROPERTY FLOATER. Personal proper- 
ty floater policies may now be issued to residents 
of -New Hampshire provided that the issuing company 
first submits to the Insurance Department specimen 
copies of the policy form and endorsements to be 
used and the schedule of rates pertaining to the 
coverage. This permission is embodied in a recent 
order issued by Donald Knowlton, Commissioner of 
Insurance. 


626, REFRESHER GUIDE COURSE. The Fire, Casualty 
and Surety Bulletins of the National Underwriter 
Company has published a refresher guide course to 
acquaint returning insurance men and women with 
changes in the insurance business since January l, 
1941. Containing 125 pages the refresher guide 
is divided into 3l sections, each treating one im- 
portant insurance line and each containing a sum- 
mary of important changes, comments on how each 
change fits into the general picture, topics to 
study with suggested reading material and review 
questions on the particular line. There is also 
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a very complete treatment of the new dwelling and 
contents form. 


627, ASSIGNED RISK PLAN. A. S. Cowlin, Manager of 
the Michigan Automobile Assigned Risk Plan re- 
ported to the recent annual meeting of that organi- 
zation that more than 500 applications for automo- 
bile insurance had been submitted to the manage- 
ment since August 12, 1943 when the plan was inau- 
gurated. The organization elected American Auto- 
mobile as chairman of the Governing Committee for 
the ensuing year, and re-elected Standard Accident 
as secretary and Michigan Mutual Liability as trea- 
surer. Other members re-elected to the Governing 
Committee are Auto Owners, Citizens Mutual, Detroit 
Automobile Interinsurance Exchange and Wolverine. 


628. MUTUAL AGENTS ELECT. R. A. Perry of Wilson 
has been elected president of the North Carolina 
Association of Mutual Insurance Agents. 


629. ERICKSON ACQUITTED. North Dakota Insurance 
Commissioner, Oscar E. Erickson, has been acquitted 
by the State Senate sitting as a court of impeach- 
ment on charges of "crimes, corrupt conduct, mal- 
feasance and misdemeanors in office." Ten articles 
of impeachment were presented by the House of Rep- 
resentatives, and the Senate vote on the first of the 
charges was 29 to 20, a two-thirds vote of the 
Senate membership of 48 being required to convict. 


630. McKNIGHT RESIGNS. T. B. McKnight, for the 
past six years insurance rate supervisor for the 
Louisiana Casualty and Surety Rating Commission, 
has resigned with the statement that he will asso- 
ciate himself with a Baton Rouge insurance agency. 
Mr. McKnight will be succeeded by Major Charles 
Rodriguez of Monroe, recently discharged from the 
Army. 


631. NORTH CAROLINA BUREAU. Wofford Humphries, 
Assistant Insurance Commissioner of North Caro- 
lina, announces that the organization of a fire 
rating bureau in that state as required by the law 
enacted earlier in the year will be undertaken 
about July 1. Mr. Humphries indicates that no 
changes in fire insurance rates in North Carolina 
are expected until after January 1, 1946. 


632, AMERICAN MANAGEMENT ASSOCIATION. William L. 
Batt, Vice-Chairman of the War Production Board, 
and President of SKF Industries, Inc., has been re- 
elected Chairman of the Board of the American Man- 
agement Association, with Thomas Roy Jones, Presi- 
dent, American Type Founders, Inc., as Vice-Chair- 
man, and Alvin E. Dodd as President. Keith S. 
McHugh, Vice-President, American Telephone & Tele- 
graph Co. becomes Chairman of the Executive Commit- 
tee of the Association. 


Other officers of the Association are: 


Chairman of the Finance Committee--Harold V. 
Coes, Vice-President, Ford, Bacon & Davis, Inc., 
New York, New York; Treasurer--James L. Madden, 
Third Vice-President, Metropolitan Life Insurance 
Company, New York, New York; Secretary--Henry J. 
Howlett, 330 West 42nd Street, New York, New York; 
Editor and Assistant Secretary--James 0. Rice, 330 
W. 42nd St., New York. I. M. Carpenter, Manager, 
Insurance Department, Ebasco Services, Inc., New 
York, N. Y., has been elected Vice-President for 
Insurance. 


633, COURT SUSTAINS MUTUAL INSURANCE. On June 21 
the Ohio Supreme Court affirmed without opinion a 
prior decision of the Court of Appeals upholding 
the right of the Cleveland Transit Board to pur- 
chase mutual insurance. Suit had been brought by a 
stock agency employee, charging discrimination 
against stock companies and challenging the right 
of the city to place the insurance in a mutual com- 
pany. The decision is in line with previous hold- 
ings in a number of states where the question has 
been considered by the courts. 
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“The Agents Place in Loss Prevention and 


Adjustment’ 


By GORDON DAVIS 


Loss Researcn Division, FeperaTION OF 

Mutuat Fire Insurance ComPaNiges 

N the early days of fire insurance 

there was a close relationship be- 

tween the policyholder and the 
company officials. Both parties at 
interest had a complete understand- 
ing as to the property insured, its 
condition and value, so that there was 
little opportunity for disagreement in 
the event of loss. Highly important 
also was the fact the moral character 
of the assured was, in practically 
every instance, well known to the 
company. The business grew and 
companies were no longer able to 
niaintain this close contact with their 
policyholders. The rapid increase in 
population and wealth in this country 
led to the development of the agency 
system. * In the beginning, agents re- 
ceived certain fees, paid by the policy- 
holders, for appraising and writing 
the risk. This system developed 
slowly at first, but by 1900 had grown 
into a stable business, the reason be- 
ing the elimination of the fee basis 
and the adoption of the practice of 
paying commissions. 

About the middle of the nineteenth 
century there appeared another med- 
ium in the form of the broker and, 
like the agent, it was not long be- 
fore he was a recognized source in 
the development of the business. 
While there was a great deal of ob- 
jection on the part of the old estab- 
lished companies, the ability of the 
broker to get business eventually 
overshadowed and eliminated that ob- 
jection. Today, the general agent, 
local agent and broker produce by far 
the majority of the business written 
by fire insurance companies. 

To develop the agency business, 
insurance companies employed special 
agents who spent much of their time 
adjusting losses. No regular adjust- 
ers were known. As business grew, 
however, this was found by most 
companies to be impractical and grad- 
ually the special agent gave almost all 
of his time to the important work of 
inspecting risks and servicing the 
agent. The adjustment of losses was 
considered, and we sometimes think 
still is, a necessary evil which inter- 
fered with the production of the local 
agent or fieldman. The important 
business was selling insurance and the 
question of proper adjustments was 
slighted. 


In the early stages, several systems 
were adopted, tried, and found want- 
ing. It was not uncommon for from 
two to twenty representatives to ap- 
pear at the scene of a fire for the pur- 
pose of adjusting the loss. Obvi- 
ously this proved not only expensive 
but cumbersome. The necessity for 
cooperation among companies in the 
adjustment of their losses became ob- 
vious. More uniformity in adjusting 
practices became necessary. The 
heavy losses resulting from the con- 
flagrations in Chicago and Boston en- 
hanced the growing conviction among 
the companies of the need for this 
cooperation and uniformity. In 1875, 
the first adjustment bureau was or- 
ganized, called the Insurance Adjust- 
ment Company of Cincinnati, to be 
followed by the Western Adjustment 
& Inspection Company of Chicago. 
These two organizations pioneered in 
placing experienced, specialized ad- 
justers in the field, with the result 
that adjustment practices began to 
shape up uniformly and adjustment 
costs started to decline. Today there 
are numerous, well-managed, efficient 
adjustment bureaus and independent 
adjusters throughout the United 
States, some of whom have experi- 
ence in specialized lines and others 
who have general experience in all 
lines. 


What is the Agent’s Place in Loss 
Prevention and Adjustments? The 
authority of an agent depends, of 
course, upon the nature of his agency. 
The appointment of a lécal agent car- 
ries authority and whenever there is 
authority, there must necessarily be 
responsibility. In too many instances, 
niany of us find it quite easy to ac- 
cept the former but are found want- 
ing in handling the latter. The ap- 
pointment provides broad authority 
to act in the interest of the company 
in practically all matters up to the 
point where the loss occurs. Although 
the powers of the agent are broad, 
the courts have placed his responsi- 
bility as beyond the limitations in 
cither the agency contract or the fire 
isurance contract. The policy con- 
tract contains a provision that no 
agent shall have power to waive any 
provisions or conditions thereof, nor 
grant any privilege or permission af- 
fecting the insurance unless written 
upon or attached to the policy. How- 
ever, the local agent, acting under his 
general authority as a local repre- 


sentative, can through his acts bind 
the company, although, as between 
the company and the agent, he is 
overstepping his contractual author- 
ity. In such instances of violation, 
the agent can be held personally li- 
able to the company. 

The local agent’s responsibility to 
an assured does not cease when the 
policy contract has been delivered and 
the premium collected. After a loss 
has been incurred, it is the duty of 
an insurance company to properly in- 
struct an assured as to his rights as 
well as duties under the policy. The 
same procedure is true prior to a fire. 
The education of the policyholder is 
one of the most important services 
a local agent can render. Education, 
properly directed, develops business. 
If a customer requests a thousand- 
dollar policy on his personal effects, 
how many local agents are content 
to let it go at that? In twenty years 
of adjusting experience, we have yet 
to find an inventory or an appraisal 
of household goods prepared by an 
assured prior to a fire. 


Local agents sell insurance, but 
how many have a schedule of their 
own household goods? If they would 
take the trouble to sit down with their 
wives and prepare a detailed list of 
their personal belongings we venture 
to say that hardly without exception 
they would find themselves under-in- 
sured and would take immediate steps 
to remedy the condition. Many com- 
panies furnish inventory books for 
this purpose, but few local agents 
take advantage of these books to the 
point of selling their customer or 
prospective customer on the value of 
putting them into operation. If they 
would lend their energy to this sub- 
ject, they would not only increase 
their business but render their policy- 
holder a most valuable serviee should 
he sustain a loss. 


Instructions relating to fire preven- 
tion and general care of property is 
a definite obligation, as well as in- 
structions as to proper procedure in 
the event of fire. A further service 
decidedly of aid to the assured, as 
well as the insurer, is to at least oc- 
casionally inspect the property and 
consult with the assured. 

An important feature pertaining to 
a physical risk is, in our opinion, that 
of housekeeping. When you find a 
condition of poor housekeeping, it is 
your duty to not only caution but in- 











struct an assured to correct that con- 
dition, and if he fails to clean up his 
premises, we think it is your further 
duty to have your companies retire 
from the risk. Exposed electrical 
wiring, with cords hanging on nails, 
Gily mops in poorly-ventilated closets, 
use of other than metal ash and waste 
paper containers, are danger signals, 
and the assured who is not willing to 
protect his own property by eliminat- 
ing such conditions after they are 
called to his attention certainly does 
not deserve the protection of the com- 
panies you represent. 

The annual loss of life as the re- 
sult of fire has been estimated at 10,- 
000 persons, losses which are not re- 
coverable under fire insurance con- 
tracts. Of this number, nearly two- 
thirds are burned to death in dwell- 
ings. Although property damage, in 
a single recent year amounted to more 
than $450,000,000.00 and was to a 
large extent covered by insurance, 
there is too frequently uninsurable 
loss which causes financial hardship 
from a fire. Every fire prevented 
may save human lives and it is this 
fact which makes Fire Prevention 
Week of such importance. 

On October 9th, 1871, the City of 
Chicago was swept by fire. A week 
each year, always including that date, 
has been set aside in the major towns 
and cities of this country during 
which local authorities carry on an 
intensive campaign of fire preven- 
tion. Undoubtedly, many local agents 
are functioning on chamber of com- 
merce or other civic committees, but 
those who have not interested them- 
selves in this work should by all 
means arrange to take an active part 
by soliciting the cooperation and sup- 
port of every influential and progres- 
sive organization in your-city. Insur- 
ance companies have prepared Home 
Inspection Blanks for school children. 
Parents, by assisting their children in 
properly checking this blank, will not 
only find defects in their own home 
but this cooperation will serve to im- 
press upon the younger generation 
the importance of keeping their prem- 
ises clean and their property as free 
as possible from the hazard of fire. 

Every fire insurance agent who is 
the least bit conscientious should give 
his full support not only to the fur- 
therance of the campaign itself but 
to seeing that its principles are not 
forgotten the other fifty-one weeks 
of the year. Through proper ap- 
proach, many poor risks can be con- 
verted into good ones by comparative- 
ly inexpensive construction changes, 
with the result the assured’s cost is 
reduced and his business and home 
hetter protected. The agent has thus 


JourNAL oF AMERICAN INSURANCE 


been of real service to his company 
and enjoys the respect and gratitude 
of his customer. 


The moral hazard is a serious men- 
ace to fire insurance and it is never 
to be completely overlooked. Under 
its heading appear losses which are 
fraudulently conceived in full or in 
part. Fraud is present in many cases 
where it is not suspected and even 
where there is suspicion, the suspicion 
alone is not sufficient grounds for 
contesting a loss and, consequently 
many are paid which the adjuster 
feels are fraudulent. To combat, in 
part, at least, this type of loss, we 
emphatically suggest all new business, 
especially mercantile, be carefully 
scrutinized. You can well be suspic- 
ious of the lines which are handed 
vou on a silver platter. Like any 
other business men, a local agent has 
to work for what he gets, and when 
either a stranger or comparative 
stranger offers him a line of insur- 
ance, we say it is most important that 
he find out with whom he is dealing 
before he accepts the risk. If a mer- 
cantile risk, how long has he been in 
business? Is he making money? Does 
he own a healthy stock? Who car- 
ried his insurance previously? And 
why does he want to change? If 
offered a portion of the line, what is 
the actual value of his property and 
how much other insurance does he 
carry? If an agent was insuring the 
firm or individual personally, these 
are certainly questions he would want 
answered. 

May we repeat, your responsibility 
does not end with the collection of a 
premium. A man’s name, reputa- 
tion or wealth is not in itself a com- 
plete safeguard against moral hazard, 
but if you honestly and sincerely sat- 
isfy yourself as to the desirability of 
a risk from the standpoint of physical 
and moral hazard, you will have gone 
a long way in properly representing 
your company and upholding the 
standards of decent citizenship. 

When we speak of moral hazard, 
we do not refer specifically to the 
arsonist but mean to include those 
who benefit or profit by a fire. The 
assured who is careless in the han- 
dling of his property and, as a result, 
has repeated fires which concern him 
not at all because he carries insur- 
ance, and the avaricious insured who 
views his fire insurance carrier as a 
huge corporation and considers him- 
self smart if, by lying and cheating, 
he can outwit. the adjuster, constitute 
a moral hazard more dangerous than 
a can of gasoline with connecting time 
Tuse. 
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Figures published a few years ago 
by the National Fire Protective As- 
sociation indicate the following as 
the six leading causes of fire: matches 
and smoking ; exposure from adjoin- 
ing or other buildings; careless han- 
dling of electricity, fuses, cords and 
electrical appliances ; chimneys, flues, 
stacks — defective and overheated ; 
stoves, furnaces, boilers and pipes; 
spontaneous combustion. According 
to information released by the same 
organization, we learn the average 
cost of fires due to incendiarism is 
$950.00, whereas the average cost of 
fires due to some of the above causes 
is — smoking and matches, $186.00; 
heating, et cetera, $260.00; and elec- 
trical, $472.00. Moral hazard can- 
not be stressed too emphatically when 
we discuss the agent’s place in loss 
prevention, 

To many local agents, probably all, 
advice regarding the necessity of cor- 
rectly writing a policy contract is an 
old story, but as long as insurance is 
written, it will remain an important 
one. 

The coverage protecting the inter- 
ests it is desired to cover should be 
drawn up in such a manner as to 
prove perfectly clear in case of loss. 
Not since the early days of insurance 
has this ever been more important, 
and especially when two or more 
policies have been issued intending to 
cover the same risk and _ interest. 
Competition is constantly broadening 
contracts and it therefore behooves 
the agent to use the utmost care in 
seeing that the policies are concur- 
rent. 

The Supplemental Contract, which 
has been superseded in most states 
by the Extended Coverage Endorse- 
ment, brought many instances to light 
that caused anguish to the local agent 
as well as his policyholder because of 
the former’s negligence in not prop- 
erly auditing policies to see that all 
carried the extended coverage. It is 
the adjuster’s observation that few 
errors on the part of a local agent 
can cause a policyholder to become 
more irate than to learn after a fire 
that his local agent has, through -neg- 
ligence or otherwise, failed to give 
him proper protection. Many adjust- 
ments are prolonged because of non- 
concurrencies. Often in those cases 
the amount of sound value and loss 
and damage is agreed upon promptly 
but payment is deferred indefinitely. 
One case with which we are thor- 
oughly familiar, involving a_ loss 
agreed upon in the amount of $150,- 
000.00, was carried through the 
courts for ten years because of non- 
concurrency. Today, those policy- 
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National Association of Insurance Commis- 


President Johnson reviews a year of activity in 
address before Special Wartime Conference at St. Paul 


-sioners 


HE special wartime conference 

of the National Association of 

Insurance Commissioners open- 
ed at St. Paul, Minnesota, on Mon- 
day, June 4, 1945 with a notable ad- 
dress by Honorable Newell R. John- 
son, the retiring President of the 
Association. 

An unusually large attendance of 
Commissioners and their deputies 
marked the calling of the conference 
to order. It was evident that those 
present were there in expectation of 
hearing, directly from the President 
of the Association, a report upon 
what had occurred during the previ- 
ous six months with respect to events 
leading up to the enactment of Pub- 
lic Law 15. 

After discussing in considerable 
detail the activities of himself and 
Commissioner C. F. J. Harrington 
of Massachusetts, Chairman of the 
Sub-committee on Federal Legisla- 
tion, in Washington during the days 
immediately prior to the enactment 
of Public Law No. 15, President 
Johnson proceeded as follows: 


Ss se 


Certainly all here are now familiar 
with Public Law 15. Our Sub-Com- 
mittee Interim Report of March 10th 

made the day after the President 
signed the Bill — covers the subject 
completely. This Association may be 
very proud of the masterful job done 
by that Committee. And certainly we 
will be forever indebted to the vari- 
ous branches of the Industry for their 
tireless efforts to reconcile differ- 
ences, the long hours of work put in 
jointly with us, the legal and other 


eminent talent and assistance supplied . 


us without stint. 

Generally speaking we had _ tried 
originally to cut a pattern for state 
regulation which we had reason to 
believe the Congress would approve. 
If such a pattern had been provided, 
we would not now face the vexing 
problem of trying to determine the 
meaning of the phrase “to the extent 
that such business is not regulated 
by State Law”. There was however 
some lack of unanimity in the Indus- 
try as to the need of such a pattern. 
Though some of the few who did not 
favor it originally have been kind 
enough to admit seeing clearly its de- 
sirability now. 

Briefly and for easier thinking here 
may I remind you simply that the Bill 
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as finally passed used almost verbatim 
those portions of the Commissioners’ 
bill relating to: The doctrine of Con- 
gressional silence; the affirmative ex- 
pression of Congressional will insofar 
as they affect state regulation and tax- 
ation; and those portions of the bill 
covering the territories to which it 
is applicable and the separability 
clause. The Law also followed in 
substance the Commissioners’ text in 
providing that the National Labor 
Relations Act and the Fair Labor 
Standards Act apply to insurance, 
and that boycotting, coercion and in- 
timidation are barred. + Finally our 
original proposals as to a grace pe- 
riod on the Sherman and Clayton 
Acts, called in the bill a moratorium, 
were accepted except for variations 
as to the effective dates. Now for 
the differences : 

We made no reference to the so- 
called “Merchant Marine Act of 
1920”; Congress provided that the 
Bill should not affect that Law. We 
asked for complete exemption from 
the Federal Trade Commission Act; 
the new Law says that after the grace 
period expires this Law shall apply 
to the Insurance Business “to the ex- 
tent that such business is not regu- 
lated by State Law”. Finally with 
reference to the Robinson-Patman 
Act and the Sherman and Clayton 
Act, I refer you to the last five para- 
graphs of the Sub-Committee’s In- 
terim Report. The problem here was 
one of preserving state regulation, at 





the same time not emasculating Fed- 
eral Antitrust laws. And the ques- 
tion before this Association now is 
“the extent to which this business 
shall be regulated by State Law”, 
which way and how far the states 
shall go within the specified grace 
period. 
* * & 


ERHAPS for too long we have 

held even among ourselves two 
fundamentally divergent philosophies. 
There are and always have been those 
who favored “open competition”, a 
relative absence of all regulation as to 
rates, practices and what you will. 
And going back to the time of Paul 
v. Virginia there have always been 
others who favored strict Regula- 
tion. Maybe now that worrisome 
phrase “to the extent that such busi- 
ness is not regulated by State Law” 
has at least one clear implication: we 
shall finally have to agree as to which 
way we are going. The grace period 
resulted from representations made 
by us to the Congress that the States 
and the Industry were well able and 
disposed to solve the problem in the 
public interest. A little time we have 
now been given. It may not be hu- 
manly possible to do a whole job 
within the period allotted, but we 
have been led to believe that reason- 
able and necessary extension might 
be hoped for assuming meantime we 
had made definite, substantial prog- 
ress. 

Those who plump for free and 
open competition, whether in the field 
of Government or within the Indus- 
try, maintain and probably believe 
that freedom from regulation is really 
in the public interest. They argue 
that keen competition forces the best 
in coverage and prices from carriers 
in favor of insureds. They claim and 
would have us believe that the business 
developed its present day proportions 
under open competition and that it 
should under such conditions continue 
to thrive and grow stronger. Were 
we dealing with so-called consumer 
goods, this argument might be valid. 
[f for instance a gasoline price-war 
brings low prices to the consumer for 
a time, he may not be too much con- 
cerned over the freeze-out of some 
producers. Up to that point at least 
the entrepreneur and not the consum- 
er is hurt. But insurance is a con- 


tinuing contract against future haz- 
The insurance policyholder is 


ards. 











vitally interested in the soundness 
and success of his insuring company 
—else when a loss occurs he and not 
the Company will hold the bag. It 
is a short step from competition that 
is keen to competition that is reckless. 
When premiums are computed with a 
view to obtaining a risk rather than 
of compensating for it, when under- 
rating is substituted for underwriting, 
history proves that calamity follows. 


The record gives ample proof of 
this. The history of the National 
Board of Fire Underwriters publish- 
ed in 1916 mentions a list of 592 
companies that had failed or retired 
from that business since 1860 with 
assets of over $134,000,000 lost or 
withdrawn from the business. And 
speaking of this one cluster the vol- 
ume specifically says that this one 
brief summary “is suggestive of what 
may yet be in store for us in the near 
future” because of what the author 
unequivocally calls “criminal compe- 
tition”. As I have studied the pro- 
ceedings of this Association I have 
found many records of this sort. 
They show in fact that the compan- 
ies have at times and because of rate 
competition found themselves in the 
Nation’s Capitol asking for Federal 
regulation. Another reliable source 
shows that of 7,972 fire and casualty 
companies, stock and mutual, recipro- 
cal and Lloyds. organized through 
May 5th, 1945, 4,610 had already re- 
tired. Obviously retirements arise 
from different causes, but there is 
ample evidence that rate competition 
alone is a major contributing factor 
in this record. The history of the 
Insurance Business under so-called 
“rugged individualism” does not make 
a very strong argument that we 
should now go down the road of 
wide-open competition. The business 
of Insurance has grown to such a 
size that maybe it should be properly 
regarded as a public service institu- 
tion. It would seem that the time has 
come when complete freedom of ac- 
tion can be allowed only in those ac- 
tivities which are not detrimental to 
the public interest. 


It is possible of course to go to 
the opposite extreme. Some, both in 
Government and in Industry, would 
advocate not open competition but a 
process of complete, rigid regulation. 
This group would put the business 
into a legalistic strait-jacket. [Every- 
thing in the nature of healthy re- 
search, sound experiment and bene- 
ficent discovery would be_ barred. 
Progress would be stifled. Such a 
system would have prevented the de- 
velopments of recent years in inland 
marine, transportation and floater 


Journat or AMERICAN INSURANCE 


coverages, all risk contracts, aviation 
insurance, pension trusts and group- 
permanent, hospitalization, medical 
and surgical insurance and so on. And 
in the future it would make it impos- 
sible for the great Institution of In- 
surance to follow the boundless in- 
ventive genius of American business 
as it expands into world trade in the 
fabled years that lie ahead. Here 
the public interest dictates that in- 
surance accompany and encourage 
business enterprise even as it feels 
its way into realms unknown. We 
may not want free and untrammeled 
competition in this business. But 
neither do we want regulation that 
goes beyond making the institution of 
insurance sound and secure as it con- 
tinues genuinely to serve the public 
in a changing world. There can be 
no law, no regulation to take the place 
of vision and management. And we 
as public servants may well remem- 
ber that a poor law wisely adminis- 
tered, may indeed be better than a 
good law in the hands of an ineffi- 
cient administrator. 


Neither open competition nor rigid 
regulation would seem to me the road 
for us to travel. 


NFORTUNATELY there is as 

yet no known middle road. We 
shall have literally to drive such a 
road through the wilderness, just as 
our Army engineers blazed a trail 
and built a highway through north- 
ern Canada and Alaska. With regard 
to rates we may have to find floors 
and ceilings with room enough in be- 
tween to allow folks to move around. 
The road itself is not yet surveyed | 
know, in fact it seems almost un- 
knowable now because three parties 
who must somehow travel on _ to- 
gether—the Industry, the States and 
the Federal Government—have not 
agreed and do not yet seem to know 
where they want to go—while all ad- 
mit it impossible to stay where they 
are. 


One party, the various branches of 
the Business, must come to see and 
accept the selfish wisdom of the ad- 
age that “he profits most who serves 
best”; the existing Federal legisla- 
tion makes dilatory methods on the 
part of the Industry literally suicidal. 
The second party, the States, must 
agree upon reasonably uniform pro- 
cedures that will meet the implica- 
tions of the same Federal legislation ; 
that means that you and I can no 
longer hang on to pet theories or 
minor differences of opinion. These 
two parties should not forget that the 
Senate Judiciary Committee has ap- 
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pointed a sub-committee to watch 
what steps are being taken in con- 
formity with Public Law 15.  Per- 
haps the third party, Federal Govern- 
ment, may have to indicate more 
clearly just what it will regard as 
adequate State regulation. A process 
of continuous compromise is indi- 
cated for all of us. 


And may we not be the first to 
lead the way by showing that we can 
agree. We are after all servants of 
the public. What right have we to 
criticise either of our fellow travelers 
for slowing up the procession while 
we insist upon an effective delaying 
action all our own. 

We have what it takes to do the 
job. The talent in the Industry is lit- 
erally boundless. Our Association has 
proven itself something of a catalyst 
and a peace-maker. The Congress in 
Washington has given us the job of 
regulating and taxing the Insurance 
Business if we will take up the 
charge. This is a time for big think- 
ing and unselfish action. [Else super- 
vision of a great industry may be 
taken out of the hands of the people 
who are close to it and the industry 
be forced into a duplication of reg- 
ulation and taxation that the traffic 
cannot bear. Quoting from Eric 
Johnston speaking in Boston to Labor 
and Management : “The United States 
can be strong only by acts of popular 
free will. That is why I say in con- 
clusion just two things to you of 
Management and to you of Labor: 
First, go ahead and turn this country 
into a continuous brawl and Govern- 
ment will chain you both. Second, 
make a better choice, work together 
and stay free’. 


N closing may I make two specific 
recommendations : 


First let us have a sub-committee 
of the Executive Committee on uni- 
form State Legislation, just as we 
have had a sub-committee on Federal 
Legislation. Let that Committee go 
to work the day this Conference ad- 
journs. 


Then let us give earnest considera- 
tion to the establishment now of a 
central organization of the National 
Association of Insurance Commision- 
ers, an organization which need in no 
way lessen individual freedom of ac- 
tion or prestige, but which could im- 
plement Association work so as to 
make state supervision thoroughly ef- 
fective and lasting. In this connec- 
tion I have a number of suggestions 
which I would be pleased to advance 
at an appropriate time. 
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AGENT'S PLACE IN 
LOSS PREVENTION 


(Continued from page 15) 


holders carry insurance, but they are 
still bitter over the treatment they re- 
ceived, although each individual com- 
pany at all times stood by, willing and 
ready to pay what it considered to be 
a fair proportion under its contract. 

Clauses and riders attached to pol- 
icies should be fully and carefully ex- 
plained to an assured if the agent is 
desirous—and of course he is—of a 
smooth adjustment. It is seldom, 
outside of large manufacturing or 
mercantile risks, that an adjuster en- 
counters an assured who thoroughly 
understands the coinsurance, average, 
or other restricting clauses which may 
appear in the contract. The assured 
is obviously more interested in the 
reduction in premium which these 
clauses permit than the operation of 
the clauses themselves, which makes 
it all the more important that a local 
agent should spend the necessary time 
to prepare his client for the unfavor- 
able results if the various conditions 
have not been complied with. It is 
surprising, for example, to note the 
numerous cases where assureds are 
penalized under a full reporting pol- 
icy, and in our opinion this is due al- 
most entirely to failure on the part 
of the local agent, or company, to 
properly instruct the policyholder re- 
garding his reports. 





The business of fire insurance is 
essentially social, educational, insti- 
tutional. The purpose of insurance 
is to eliminate distress from the indi- 
vidual and distribute it to the many. 
In order to abate the distress of the 
individual, the agent should not await 
the happening of the event insured 
against. He can undertake to pre- 
vent fires and to prepare the insured 
for the fire if and when it comes. 

Probably one of the most abused 
conditions of the fire insurance con- 
tract pertains to the provision that 
“if fire occur the insured shall give 
immediate notice of any loss thereby 
in writing to this company, protect 
the property from further damage, 
forthwith separate the damaged and 
undamaged personal property, put it 
in the best possible order, etc.” Al- 
most without exception, assureds im- 
agine they must not touch their prop- 
erty until the adjuster appears on the 
ground to instruct them just what 
to do, and this erroneous idea is 
shared by many agents. It is seldom 
that an individual has more than one 
fire loss in a lifetime—and I am re- 
minded of a recent address by Pro- 
fessor Russell of the University of 
Illinois, in which he said that he had 


JoURNAL oF AMERICAN INSURANCE 


never had a fire, his father had never 
had a fire, his wife’s family had never 
had a fire, and in 20 years he couldn't 
remember a fire in his neighborhood. 
It is quite understandable that when 
a fire occurs, the owner is mentally 
upset and more often than not, his 
acts are anything but normal, but we 
believe that fundamentally the aver- 
age assured has a sense of decency 
and honesty and will use all means at 
his command to save and protect his 
property from destruction during and 
after the fire—if he is properly in- 
structed. 

If the loss be on perishable articles, 
it needs prompt attention from the 
adjuster. If all the property has been 
destroyed, a few days’ wait won't 
hurt the assured and certainly not the 
company. If the partially-damaged 
property be a stock of clothing or dry 
goods and they are wet, there should 
be no delay in drying them out; and 
you should instruct the assured to 
comply with his policy conditions to 
put the property in the best possible 
condition, which can be done through 
proper arrangement of the merchan- 
dise so that air can get to it. To al- 
low wet goods to remain in a pile 
causes mildew. If fish and meats are 
involved and there is to be even a 
slight delay before the adjuster can 
arrive, they should be immediately 
handled and disposed of. Your sug- 
gestions and advice can do much to- 
wards assisting the policyholder and 
at the same time result in savings to 
the company. It is appalling the 
number of rugs in household goods 
losses which are allowed to lie and 
rot after becoming thoroughly soaked, 
when the alert agent could have sug- 
gested to the assured that the partic- 
ular rug, or rugs, be sent immediately 
to a cleaner and thereby confine to a 
cleaning charge the loss to his com- 
pany. 

If a roof is burned or blown off 
and there is a possibility of rain or 
snow in the offing, the agent should 
advise the assured to get a temporary 
covering. The expense involved 
would be inconsequential compared 
to the probable saving, as rain or 
snow might cause serious damage to 
decorations, floors, plaster, et cetera. 
In bitter weather, plumbing should 
be thought of and a local agent is the 
logical person to use his head at such 
a time. These minor expenses con- 
stitute a part of the loss and you will 
find the adjuster more than willing to 
recognize them. These acts made in 
the form of suggestions to the as- 
sured, are all in line with the policy 
conditions and can in no wise be con- 
strued as waiving any of the rights 
of the company. 





On the other hand, the agent should 
niake it perfectly clear to the assured 
that no evidence of loss should be 
destroyed. Regardless of how worth- 
less a pile of debris may appear to 
be, an agent should not, under any 
circumstances, authorize the removal 
of debris from the premises. Even 
though the monetary value is de- 
stroyed, it is valuable evidence to 
prove loss. 

An agent must always bear in mind 
that he has no authority to accept 
notice of any kind after fire occurs 
which will in any manner affect the 
policy contract. For example, accept- 
ing notice as to change of ownership, 
removal of property, chattel mort- 
gage, et cetera. We had the unusual 
experience in one case of being called 
upon to adjust a serious fire loss on 
a mercantile risk and, although we 
arrived at the scene of the loss within 
twelve hours after the fire, we learned 
that before our arrival the agent had 
written a letter to the assured, advis- 
ing him to promptly pay the premium, 
long overdue, “subject to the payment 
of a total loss”. 

Let us review that letter. In the 
first place, it never should have been 
written. Any communication from 
an agent to an assured after loss oc- 
curs is quite likely to change the com- 
plexion of a loss adjustment. If an 
agent feels he must communicate with 
an assured, he should, rather than 
write or speak impulsively, carefully 
guard his languge. Referring again 
tu this particular letter, the local 
agent was careless when he used the 
wording, “subject to the payment of 
a total loss”. It would have been 
serious enough had he said, “subject 
to the payment of a loss” and omitted 
the word “total”. As he worded the 
letter, just what did it mean? He 
was a direct representative of the in- 
surance company and as such he told 
the assured that, “if you will give me 
my commission my company will be 
obligated to pay you the full amount 
of the policy”. 

The loss was questionable as to or- 
igin and certainly the actual loss sus- 
tained was not as much as the insur- 
ance carried, but the assured, on the 
advice of his attorney, almost ran to 
that agent’s office with sufficient cash 
to pay the premium and the company 
sustaining the loss found itself in an 
extremely embarrassing position. 

If the store is full of smoke, get 
your policyholder to open the win- 
dows and doors so that air may force 
it out. Put fans into operation. In- 


surance companies are habitually fac- 

ing exorbitant claims for so-called 

smoke damage when in most in- 
(Continued on page 24) 
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(Continued from page 5) 


is insured on stamp and coin collec- 
tions and the insured assumes any ex- 
cess loss; in glass insurance payment 
for removal of fixtures or repair of 
frames is limited to $75; in mercan- 
tile open stock burglary and theft in- 
surance there is a limit on goods in 
show windows and on each article 
of jewelry; in safe deposit burglary 
and theft policies, a limit on the cov- 
erage of money. 

Uses of limited liability clauses. 
These clauses are used principally for 
three purposes. 

(a) This type of clause is used to 
lessen the indemnity on risks pecu- 
liarly susceptible to large losses. For 
example, in the residence burglary 
and theft policy only a limited amount 
is payable for stamp or coin collec- 
tions.® 

(b) This clause is also used for 
articles whose nature renders fraud 
asy. Thus in safe deposit burglary 
and robbery policies, responsibility 
for money is limited because it would 
be easy to simulate or exaggerate a 
loss.1° 

(c) The limited liability clause 
serves to avoid the payment of larger 
losses than were contemplated in the 
assessment of premiums. Thus in 
glass insurance the limit on frames 
and fixtures is because only ordinary 
repair expenses are contemplated. In 
open stock burglary policies liability 
for articles in store windows is lim- 
ited as the premium calculation does 
not presume that merchants will ex- 
pose very valuable articles there. 

(d) This clause also serves to reg- 
ulate the actions of the insured. Thus 
in the inland marine personal effects 
floater there is a limit on property 
left in unattended automobiles and in 
the open stock burglary policy the 
coverage on show windows is limited. 

(2) Franchise clauses. Where the 
policy contains a franchise clause the 
insured cannot recover until the loss 
equals or exceeds the franchise value, 
but in that event the full loss is paid. 
In this case the small losses are borne 
by the insured in return for a lower 
rate than would be possible otherwise. 
Thus, for example, in workmen’s 
compensation acts of some states a 
retroactive coverage of waiting period 
is included and if the loss is serious 
the injured workman recovers in full ; 
otherwise he bears the loss himself. 


9Also, in the inland marine personal property 
and personal effects floaters, indemnity for jewelry 
and fur articles is limited to $100 each. 


~ 10This is also true of stamp and coin collec- 
tions in residence burglary and robbery insurance 
and of tire damage in automobile collision insur- 
ance. 


JouRNAL oF AMERICAN INSURANCE 
In marine insurance a_ franchise 
clause provides that if the loss is less 
than $ it is not paid; if 
over that amount it is paid in full." 

Uses of franchise clauses. Fran- 
chise clauses are relatively little used 
and their principal objective seems to 
be to reduce the cost of insurance. 
Thus in workmen’s compensation in- 
surance the cost of the benefits and 
of the insurance is greatly reduced by 
waiting periods, as minor injuries are 
very numerous. In marine insurance 
franchise clauses serve to eliminate 
numerous minor damage claims, 
many of which might be deemed due 
to “inherent vice’ of the insured 
cargo. As previously explained, 
franchise clauses have also been used 
in automobile fire and theft policies 
for the same purpose but have never 
become popular. 

Such clauses also serve to eliminate 
the inconvenience and expense inci- 
dental to a vast number of insignifi- 
cant losses. 

One of the disadvantages of the 
franchise clause, which perhaps ac- 
counts for its lack of use, is that the 
insured has an incentive to increase 
the extent of the loss, or at least the 
claim, in order to make it exceed the 
franchise limit. 

(3) Deductible clauses. These pro- 
vide that from every loss payment to 
the insured there shall be deducted 
(a) a fixed amount or (b) a per cent 
of the value or (in other instances) 
of the loss. For examples of fixed 
deductions: in fidelity policies, when 
undesirable employees are covered by 
the policy $25 is deducted from each 
loss; in credit insurance the average 
past loss from bad debts is not cov- 
ered; in certain surety bonds a de- 
posit of collateral reimburses the 
bonding company for some part of 
any loss.!* 

In all deductible clause arrange- 
ments the insured bears the first part 
of all losses, whereas under franchise 
clauses the insured receives no pay- 
ment for some losses but full pay- 
ment for others, and under limited 


11In automobile fire and theft insurance several 
forms of franchise clause have been used re- 
cently. One provided that the company would 
pay the entire loss if it exceeded $250. Another 
provided that on losses under the franchise figure 
the company would pay 80 per cent of the loss 
and on losses over the franchise figure 100 per 
cent. In all of these cases the insured obtains 
a lower rate because he can not recover in full 
for all losses. 

12Other examples are: in some workmen’s com- 
pensation laws the injured party must hear the 
loss of the first week’s disability (unlike the 
retroactive coverage previously mentioned); in 
health insurance policies a two weeks’ waiting 
period is not uncommon; in marine insurance 
deductible average clauses sometimes provided 
for flat deductions; in automobile collisions in- 
surance $50 and $100 deductible clauses are used; 
in automobile property damage policies premium 
reductions are offered for deductible clauses; in 
blanket forgery and alteration policies for banks 
a discount of 20 per cent is given for a $200 
deductible clause; etc. 
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liability clauses the insured receives 
some payment for all losses but not 
ull payment for large losses. This 
is shown graphically in Diagram 1. 

Examples of the deductible clause 
using a per cent of the loss or value 
as a deduction are not very numer- 


ous. There are, however, the depos- 
itors’ and commercial forgery bond, 


which deducts 25 per cent from any 
insured loss in incoming documents ; 
the theft endorsement on open-stock 
burglary policies, which deducts from 
losses disclosed by inventory the av- 
erage inventory deficit for the pre- 
ceding five years, adjusted to present 
sales, which makes the deduction a 
per cent of sales; and a few others.™ 

The flat amount and per. cent 
clauses are only slightly different in 
operation, as shown in Diagram 1, 
but the flat amount clause is less 
logical than the per cent of loss clause 
in connection with present premium 
systems if the purpose is to adjust 
loss costs to premium discounts for 
coinsurance. The per cent of loss 
clause is also superior logically to the 
per cent of value clause for this pur- 
pose. But there are various objects 
in the use of deductible clauses. 

Uses of deductible clauses. De- 
ductible clauses, unlike franchise 
clauses, are used for several different 
purposes. 

(a) To discourage hazardous risks. 
In fidelity policies outside salesmen 
and delivery men are undesirable 
risks and the obligee must accept a 
$25 deductible provision on each. As 
the amount one could steal usually is 
not large, inclusion of such persons 
in the bond is thereby discouraged. 

(b) To reduce the cost insur- 
ance. In marine insurance deduct- 
ible average clauses have been ex- 
tensively used to eliminate payment 
of many small losses and thus keep 
down rates. In credit insurance or- 
dinary bad debt losses could be cov- 
ered but at great expense to the pol- 
icyholder. In workmen’s compensa- 
tion a waiting period greatly dimin- 
ishes the total benefits and total in- 
demnity payable. Many other illus- 
trations might be given.'* 

(c) To increase carefulness of the 
insured. In open stock burglary pol- 
icies, for example, losses discovered 
through inventory taking are reduced 


13For instances, a marine clause whic h deducts 
three per cent of value on each ship ing case 
of goods damaged while waterborne; pie insur- 
ance policies with three-quarter loss ‘clauses pro- 
viding for a deduction of one-fourth of any 
loss, and with three-quarter value clauses pro- 
viding for deduction of one-fourth of the value. 


14 Among them the personal property and per- 
sonal effects floaters in inland marine insurance, 
the waiting period in accident and health poli- 
cies, deductible clauses in automobile collision, 
property damage and fire and_ theft policies, 
blanket forgery and alters ation policies for banks 
and deductible elauses in boiler and machinery 
insurance. 
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by the per cent of average inventory 
losses and in credit insurance the nor- 
mal loss deduction prevents all in- 
sureds from paying for the losses of 
careless credit extension.” 

(4) Reduced rate contribution 
clauses. So-called “coinsurance 
clauses” have been variously termed 
average clauses, reduced rate average 
clauses, percentage value clauses, re- 
duced rate clauses, contribution 
clauses, etc., but should, for exact- 
ness and clarity, be known and la- 
beled as reduced rate contribution 
clauses. They provide that if the 
insured not take at least a 
certain required per cent of insur- 
ance to value his recovery for loss 
shall be in the proportion — that 
the insurance taken bears to the in- 
surance required. A frequent re- 
quirement is 80 per cent, so that if 
the insurance covers only 10 per cent 
of the value, the recovery is limited 


does 


15In jewelers’ block policies indemnity for ar- 
ticles stolen from store windows is limited to 80 
per cent of their value. In many surety bonds 
the bonded person must deposit collateral, which 
reduces the bonding company’s loss in case of 
negligence or failure. Other i 
found in fire insurance three-quarter 
three-quarter value clauses, deductible 


and 
average 


loss 


clauses in marine insurance to reduce small losses 
due to improper packing, deductible clauses in 
depositors’ and commercial forgery bonds, boiler 
and machinery policies, etc. 


illustrations are 


to 10/80 of any loss. If the insur- 
ance is 80 per cent of the value or 
more, the recovery is 80/80 of any 
loss, subject to the limit of the face 
of the policy. 

What is usually overlooked, how- 
ever, in the reduced 
rate contribution clause, is that it is 
(1) only one form of coinsurance and 
(2) merely a method (in practice 
convenient but not unobjectionable ) 
of penalizing an insured if he does 
not actually insure the per cent of 
value upon which his rate is pre- 
dicated. It is, in other words, a 
method of enforcing a principle. He 
was an ingenious person who first 
perceived that a contribution clause 
would produce the same effect (from 
the insurer’s standpoint) as graded 
rates, and that where graded rates 
were used it provided a method of 
enforcing the necessary per cent of 
insurance to value. 

There is shown later, for example, 
an instance where 80 per cent insur- 
ance entitles the insured to a rate of 
$0.32. To make examinations and 
appraisals of the value of the insured 
risk at the inception of the contract 
and periodically thereafter, to ascer- 
tain whether 80 per cent insurance is 


discussions of 


being carried, is obviously so expen- 
sive as to be impractical. Consequent- 
ly the reSponsibility for insuring this 
per cent of value is placed upon the 
insured, with a penalty upon loss 
claimants who have been remiss. 

The method has its disadvantages 
because (1) the insured may find it 
difficult to comply without financial 
loss, even though his intentions are 
good. If he overinsures he pays an 
excess premium for which he receives 
at best an insufficient return, and if 
he underinsures his loss recovery is 
reduced. (2) The reduced rate con- 
tribution clause penalizes only the 
under-insured who have TIosses_ be- 
cause only in case of loss does the 
clause become operative. An insured 
could under-insure for the years 1944 
to 1947, inclusive, fully insure for 
1948, and recover in full for a loss in 
1948, although he had paid inade- 
quate premiums for four years. (3) 
The clause discriminates against the 
insured who carries 90 per cent in- 
surance when no lower premium is 
given for 90 per cent insurance than 
for 80 per cent insurance. 

The per cent of insurance to value 
which should accompany a given in- 
surance rate is a mathematical func- 











tion-of the rate charged and the fre- 
quency distribution of losses classified 
according to severity. In other words, 
given a certain classification of losses 
according to severity, the proper per 
cent of insurance to value to be re- 
quired for the rate charged can be 
mathematically calculated. This is 
shown below, in Tables 3 and 4. Table 
1 shows the association of different 
insurance requirements with different 
premium rates for one frequency dis- 
tribution, that shown in Diagram 2.16 


TABLE 1 


Per Cent of Insurance Rate per $100 
to Value Required Insurance (*) 
100 $0.27 
80 0.32 
60 0.41 
40 0.54 
20 0.79 


(*) Rounded off to the nearest cent. 


The above relation (Table 1) 
means that either (1) one rate may 
be set and the same reduced rate 
contribution clause used on all poli- 
cies (as in marine insurance gener- 
ally, where 100 per cent is implied), 
or (2) a rate schedule may be fixed 
in accordance with varying per cents 
of insurance to value. Either of these 
alternatives is equitable, but no com- 
promise between them is altogether 
satisfactory. 

The first alternative has some prac- 
tical disadvantages. A 100 per cent 
contribution clause would mean that 
most losses would not be reimbursed 
in full because most insureds would 
carry a little less insurance than 100 
per cent of value, leading to the crit- 
icism that insurers almost never pay 
in full. Furthermore, those few who 
wished to be certain of full reim- 
bursement for loss would probably 
carry a little more than 100 per cent 
and thus pay excess premiums for 
nothing. 

The alternative frequently adopted 
is to fix 90 per cent or (more fre- 
quently) 80 per cent as the per cent 
of insurance required in the contri- 
bution clause and make two rates, one 
to be used conjointly with the clause 
and a higher rate without the clause. 
This is a very common method of 
treatment in fire insurance and is also 
followed in numerous casualty lines. 
Insureds who prefer the latter ar- 
rangement of no contribution clause 
recover in full (up to the face of the 
policy) but pay for it in the rate, 
although there may be some doubt 
as to whether they pay enough higher. 
Those who prefer to accept the lower 
rate and the clause, recover in full 
up to the face of the policy if they 

16It is evident that for different frequency dis- 
tributions, different scales of rates are required. 


herefore any rate discount for contribution may 
get “out-of-date.” 
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carry the per cent required and are 
penalized pro rata if they do not, but 
receive no reduction in rate for ex- 
ceeding the requirement. 

In contrast with the crude approx- 
imations to the graded rate system 
found in many other forms of insur- 
ance is the detailed treatment in 
sprinkler leakage insurance, apparently 
the most equitable existing contribu- 
tion rate schedule. Here reductions in 
rate of from 5 per cent to 89 per cent 
are given for contribution percentages 
ranging from 1 per cent to 90 per 
cent. The discounts are probably ar- 
bitrary to some extent, but it is note- 
worthy that (1) the system recog- 
nizes that the rate is a continuous 
function of the per cent of insurance 
to value and thus provides numerous 
classes of rates, and (2) it provides 
a higher discount for those who in- 
sure more than 80 per cent of the 
value. As this is the example of ap- 
parently the best coordination of 
rates and requirements it seems like 
splitting hairs to say that it makes 
no distinction between the 90 per cent 
case and the 95 per cent case. Per- 
haps the distribution of losses makes 
such a distinction negligible, but who 
knows what the distribution is? The 
examination of this instance is im- 
portant, not for the specific require- 
ments and discounts employed, but as 
illustrating the inadequacy of meth- 
ods used in other branches of insur- 
ance, where the principle is crudely 
applied, only partially used, or totally 
ignored. 


Uses of the Reduced Rate 
Contribution Clause 

‘Contribution clauses, as contrasted 
with others, are applicable only for 
the purpose of enforcing the insured’s 
agreement to maintain the stated ratio 
of insurance to value and to adjust 
indemnity payments to rates of pre- 
mium. This clause is used in fire in- 
surance policies, residence burglary 
and theft policies, in inland marine 
bridge and tunnel policies, personal 
effects and wedding present floaters, 
in the gross earnings form of fire use 
and occupancy insurance, in the ac- 
tual loss form of profits and commis- 
sions insurance, in sprinkler leakage 
insurance, in ocean marine insurance 
(by implication), and in open stock 
burglary and theft policies.’ 
, 17In the latter the clause has been made to 
assume duties for which it would seem better 
to depend upon rate differentials. The open 
stock required ratio of insurance to value varies 
with different sections of the country, hag ae 
because the loss distribution curve varies in dif- 
ferent sections, and results are still further com- 
plicated by different contribution “limits” for 
different trade groups on the theory that there 
is small probability of large losses in some lines 
of business. The exact net result of these two 
interacting factors, on a given mercantile risk, 
is impossible to estimate. It would seem easier 
to adjust rates in accordance with varying ex- 


perience in geographical and trade divisions, the 
effects of which adjustment would be apparent. 
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Mathematical Basis for Reduced 
Rate Contribution Clauses 


The necessity for contribution 
clauses in ratemaking is created by 
the condition where small losses are 
more frequent than large losses; 
where the frequency of loss decreases 
as the per cent of loss to value in- 
creases. To illustrate the problem, 
suppose that there are losses on 792 
policies out of 100,000 policies is- 
sued. For simplicity each subject of 
insurance is assumed to have a value 
of $1.00. It will be further assumed 
that the division of the 792 losses 
with respect to size is known and is 
as shown in the frequency distribu- 
tion of Diagram 2.1% 


Supposing the distribution of losses 
to be as given in Diagram 2 and Table 
2, and that each property or other 
subject of insurance is insured for 
100 per cent of its value, the total loss 
and amount indemnified by the insur- 
ance may be calculated as shown in 
Table 2. 

The total premium required to in- 
demnify losses is $265.60 for $100,- 
000 insurance, and if a uniform rate 
is charged, it should be .002656 or (to 
the nearest cent) $0.27 per $100 of 
insurance. This calculation is based 
on the assumption that there is a dol- 
lar of insurance for every dollar of 
value exposed to loss. 


If there is only 60 cents insurance 
on each dollar of value, losses will be 
reduced, but the amount of insurance 
is reduced even more, relatively. The 
calculation would be as shown in 
Table 3. 


The total premium required to pay 
losses is $245.40 for $60,000 insur- 
ance, and the rate is .00409 or $0.41 
per $100 of insurance. Thus when 
the ratio of insurance to value is less, 
the rate of premium should be higher. 
Similar calculations for other ratios 
of insurance to value yield the results 
shown by Table 4. 


18For the sake of simplicity only five classes 
are shown in the table, barely enough to deter- 
mine the general shape of the curve, but the 
roughness of grouping is immaterial in the pres- 
ent discussion. The figures for the loss distribu- 
tion curves are purely hypothetical because there 
are no published tables showing distribution of 
losses according to severity, except in compensa- 
tion and accident and health insurance. This 
absence of information is probably due to the 
difficulty of determining the value of the property 
at the time of the loss. Values given by fire 
marshals are admittedly mere guesses. In life, 
health and workmen’s compensation insurance 
the value of the subject-matter insured exerts no 
influence on the amount of indemnity. In the 
only discussion of the mathematical aspects of 
the subject, Mr. A. W. Whitney utilized _hypo- 
thetical distributions, in Proceedings, Fire Under- 
writers’ Association of the Pacific, 1904. After 
an investigation of fire insurance rates by the 
New York legislature about 30 years ago (1911) 
the report published a table of the distribution 
of fire insurance losses, as if genuine, but left 
the source of the figures a mystery. hey were 
probably hypothetical. A very old abbreviated 
table of the distribution of fire losses is given in 
F. C. Moore, Fire Insurance and How to Build, 
also with no source cited. No old table has any 
present value, in view of the changes brought 
about by changes in hazards. 
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As Table 4 reveals the whole rela- 
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INSURANCE COMMISSION- 
ERS WARTIME CONFERENCE 


(Continued from page 8) 


through the process of competition, 
and Gough of New Jersey enthusi- 
astically reported that “We wiped 
out the differences in New Jersey.” 
White of Mississippi praised the 
method used in his state where the 
majority of the company members of 
the rating bureau determined by bal- 
lot each year what the commission 
scale shall be. He was opposed to 
any rigid uniformity and _ believed 
that each state should be allowed to 
consider its own local situation and 
proceed on that basis. He was fear- 
ful that if uniform scales should be 
established, nationwide, it might lead 
directly to federal supervision. 

The fire and marine committee 
voted to authorize a subcommittee to 
study the 1921 expense formula in 
relation to the modern problem and 
another committee was asked to ana- 
lyze and report on the new fire in- 
surance classification system pro- 
posed by the insurance executives as- 
sociation. Mr. Barry (Carroon & 
Reynolds) spoke earnestly on_ his 
suggestion that the profit element 
should be included in rating plans. 
He recommended that the states 
should agree on what a fair and rea- 
sonable profit is. When pressed to 
name a definite figure mentioned 3% 
as probably adequate. 

Harrington of Massachusetts in- 
sisted emphatically that some action 
be taken during the St. Paul meet- 
ing on the question of a review of the 
1921 formula and that specific recom- 
mendations be made. However, the 
whole matter went over to be re- 
ported on at the next meeting. Gough 
of New Jersey pleaded for uniform- 
ity and urged that coordination among 
the states is a vital need in solving 
the rating problem throughout the 
country. He took the ground that 
fire and casualty lines are more close- 
ly related than popularly thought and 
that they should be considered to- 
gether. He thought the 1921 fire 
formula probably could be criticized 
justly because, when it was issued, 
fire insurance was almost the only 
line that was regulated as to rate. H. 
C. Conick, U. S. Manager of Royal 
Liverpool, told of the efforts of the 
I.E.A. during the past year in study- 
ing statistics and classifications and 
submitted an interim report. He said 
that his committee used the New 
York Code for its classifications by 
perils; and secured its occupancy list 
from the census of industry issued 
by the United States Chamber of 
Commerce. It also developed classes 
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of protection and construction. 
gestion was made that the classifica- 
tion be placed by the rating bureaus 
on the daily report. The whole plan 
is on the gross basis of premiums and 
losses. Representatives of the differ- 
ent sections of the insurance industry 
stated they would cooperate in mak- 
ing a study of the classifications ques- 
tion. 


Sug- 


Dumont, Manager of the Inter- 
state Underwriters Board, spoke 
briefly on certain changes in the con- 
stitution and by-laws of his organ- 
ization that had been reported to the 
commissioners, the major alteration 
being in eliminating any restriction 
as to placing or receiving reinsurance. 


The Committee on Multiple Lines 
started out with a question and an- 
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swer session between | Die- 
mand, President of North America, 
and Superintendent Dineen of New 
York. The upshot of this was a de- 
cision to instruct the Diemand Com- 
mittee to suggest what requirements 
should be enacted governing the re- 
lationship of premium volume trans- 
acted and the surplus to policyhold- 
ers. Gough of New Jersey said his 
theory was that if a state acted to 
prevent the company from using its 
full corporate powers it might be 
guilty of interfering with interstate 
commerce. A reference to the Ap- 
pleton rule at this point brought the 
rejoinder from Dineen that “I’ll bet 
even you (referring to Gough) in- 
herited a mother-in-law.” 

Chase Smith, vice-president of 
Lumbermens Mutual Casualty Com- 
pany, said that while the Diemand 
program was not opposed by his or- 
ganization it must be recognized that 
any change over night very likely 
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would create a troublesome competi- 
tive situation. He thought it could 
be generally agreed that laws should 
be enacted at once giving multiple 
powers abroad together with multiple 
reinsurance privileges in order to ac- 
commodate the need in this country 
for more insurance capacity. He ob- 
served that a company getting into 
new fields through the reinsurance 
route would have the benefit of the 
judgment of experienced underwrit- 
ers and could thus acquire gradually 
the necessary knowledge for future 
development of business. J. FE. Hil- 
ton of the United States Chamber of 

Commerce said that his organization 

was on record of having supported 

the idea of multiple powers abroad 

as early as 1942. 

The subcommittee of the Commit- 
tee on Valuation of Securities re- 
ported that it had met at the office 
of the Committee, 61 Broadway, 
New York 6, New York, on May 
7th, 8th and 16th, 1945. 

The subcommittee reviewed the 
general economic and market condi- 
tions since the adoption on June 17, 
1944, of resolutions for the inventory 
of stocks and bonds in the annual 
statements as of December 31, 1944, 
following which resolutions were pre- 
pared for the inventory of stocks and 
bonds in the annual statements as of 
December 31, 1945, to be submitted 
for adoption by the Committee on 
Valuation of Securities at the June, 
1945 meeting at St. Paul, Minnesota. 
Major changes proposed and adopted 
were: 

1 That the date of the valuation of such 
securities be advanced to December 
1, 1945, and that the date of publica- 
tion of the Book of Valuations of 
Securities be advanced to January, 
1946. 

2. That the yield test for the current 
and the previous year be changed to 
2.10% and 2.90% respectively from 
2.90% and 3.50% respectively. 

3. That the resolution on the “Aggre- 
gate Cost or Book Value of Stocks 
Held by Life Insurance Companies” 
be discontinued. 

4. That insurance company stocks be 
valued as shown in the Book of Val- 
uations of Securities’ except where 
State laws or departmental practices 
require otherwise. 
That the resolution that bonds of 
enemy countries and corporations of 
such countries be treated as value- 
less be changed to bonds of the Em- 
pire of Japan and political subdivi- 
sions thereof and countries occupied 
by the armed forces of the Empire 
of Japan, and corporations of such 
countries be treated as valueless. 


I) 


wu 


6. That the language of the resolution 
on United States Savings Bonds be 
changed for clarity. 


NI 


That the resolution on “Mortgages 
Insured under the National Housing 
Act” adopted June, 1940 and amended 
December, 1940 be resumed. 
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AGENT'S PLACE IN 
LOSS PREVENTION 


(Continued from page 18) 

stances little, if any, actual damage 
really exists. If the smoke does not 
discolor merchandise, there is seldom 
any actual loss sustained. Such ma- 
terials as woolens and felt will hold 
a smoke odor, but even in those mate- 
rials, sufficient airing will eventually 
eliminate the odor. The heat in smoke 
causes most discoloration, which 
means the exposed merchandise must 
necessarily be at least somewhere 
near a source of the fire. Otherwise, 
the heat element is eliminated. An 
agent can be of material assistance to 
his company and at the same time be 
honest with the policyholder if he 
lends his office towards discouraging 
an assured from filing a smoke dam- 
age claim in cases where there is no 
evidence of discoloration. Quite often 
you will find the assured who is press- 
ing an exorbitant smoke damage 
claim, even though there is no physi- 
cal evidence, is being aided and 
abetted by one of your competitors. 
The odor of smoke can be eliminated 
to some degree by sprinkling floors 
with a solution of ammonia, one part 
ammonia to three parts water. Smoke 
deodorizing machines are available 
for the more obstinate cases. 

In speaking of competitors, may 
we warn against being the kind of 
a local agent who, when he learns 
of a fire loss sustained in some other 
agency and the assured is having dif- 
ficulty in arriving at an adjustment, 
attempts to make it known that “if 
that loss had occurred in my agency, 
if you had been insured in my agency 
and in my company, the loss would 
have been paid”. I think in the long 
run that boasting reacts to your detri- 
ment because, obviously, the next 
week or the next month you may be 
in the same position and your com- 
petitors will be able to crack back. 
We strongly advise that you don’t 
attempt to get a slice of somebody 
else’s business through tactics of that 
nature. 

The local agent can, in many cases, 
through his cooperation and support 
of the adjuster, reduce many so-called 
bad smoke damage claims to a clean- 
ing charge. Essence of peppermint, 
used with a camel’s hair brush, has 
taken care of small spots on pianos 
and eliminated the claim for refin- 
ishing the entire instrument. The 
adjuster is a stranger to the as- 
sured and therefore his suggestions 
quite often need the moral support of 
the local agent. Ordinarily, as the 


appearance of furniture or a stock of 
merchandise changes for the better 
through conditioning and cleaning, 
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the depressed attitude of an assured 
changes in like proportion. Obvi- 
ously, this results in a more satisfied 
client and satisfied clients build in- 
surance agencies. 

The local agent is in the business 
of writing insurance and not adjust- 
ing losses. To adjust a simple loss 
properly can take him away from 
production for several hours. He 
sells his product in all sincerity and 
the proof of his assertions to an as- 
sured as to the company’s responsibil- 
ity and reliability meet the test only in 
case of loss. The insurance company 
then appears at the scene of the loss 
in the form of an insurance adjuster. 
The business of adjusting losses is 
not learned in a day or ina year. It 
is a business that requires study, ob- 
servation and close application to de- 
tails. The adjuster not only adjusts 
losses but deals with human beings. 
Before ever attempting to establish 
value or loss, he must first sell him- 
self by convincing the assured of his 
desire and ability to properly and ef- 
fectively determine the measure of 
value and loss. The adjuster in most 
cases bridges the gap when he con- 
vinces the policyholder that he has 
been sent to assist the assured in pre- 
senting a claim to the insurance com- 
pany which, based upon the contract, 
is fair and equitable to both parties. 
The adjuster who does not believe 
that does not belong in the business ; 
for no insurance company that we 
know of wants any other type of 
representation. 


We have just referred to the type 
of adjuster who does not belong in 
the business. There are also local 
agents who, for the good of the 
business, should be in other fields of 
endeavor. A local agent is selling a 
worthy product, true in form and 
tested by time and experience. Com- 
pany managements expect to pay, and 
it is their desire to pay, dollar for dol- 
lar of established loss, but too often 
adjusters encounter the local agent 
who encourages a claimant in the 
pressing of an excessive claim. This 
unfaithfulness to the insurance com- 
pany represented by him is sometimes 
caused from a desire to have “a 
finger in the pie,” and other times 
from pure greed or for advertising 
purposes. The conscientious agent 
will not condone this form of thiev- 
ery, regardless of the political or so- 
cial standing of the assured, much 
less become a party to it. After a 
loss occurs and that loss has been re- 
ferred to an adjuster, it is well for 
the local agent to share the confidence 
the company has placed in that ad- 
juster. When a local agent attempts 
to interfere in an adjustment, the 





odds are generally against him. If 
he gives proper advice and the as- 
sured follows it, he occasionally is 
thanked ; but if he advises the assured 
incorrectly, he is bound to receive full 
criticism, whether or not the assured 
followed the misguided advice. 


UNIFORMITY 


(Continued from page 3) 





tion to make rates, while Alabama 
changed the language of the industry 
bill slightly without affecting its pur- 
pose. Subdivision (b) is a provision 
that an insurer may satisfy its ob- 
ligation to make filings by becoming 
a member of or subscriber to a li- 
censed rating organization and here 
all of the states adopted the exact 
language, saving only that Maryland, 
South Dakota, Tennessee, and Texas 
omitted a provision that nothing in 
the act shall be construed as requir- 
ing any insurer to become a member 
of or subscriber to a rating organiza- 
tion. Subdivision (c) provides for 
the approval of filings by the super- 
visory authority and stipulates that 
any such filing shall be deemed ap- 
proved unless disapproved within 
thirty days. This was adopted by all 
of the eight states with Texas adding 
a further provision that the Insurance 
3oard might postpone action for not 
to exceed thirty additional days when 
further study was deemed advisable. 

Section 5 of the bill is captioned 
“Deviations” and provides that mem- 
bers or subscribers of a rating organ- 
ization shall adhere to the filings 
made on their behalf by such organ- 
ization, except that with the approval 
of the Commissioner they put into 
effect a uniform percentage decrease 
or increase to be applied to the pre- 
mium produced by the rating system, 
or for a subdivision or combination 
thereof for which the Commissioner 
has ‘approved the application of sep- 
arate: expense provisions. Again the 
eight states with the exception of 
Texas adopted the suggested lan- 
guage. 

Other provisions of the industry 
bill have to do with administrative 
problems and with such matters as 
penalties, judicial review, constitu- 
tionality, repeal of existing statutes 
and effective dates, and naturally 
these differed by states to some small 
degree, but in its more important pro- 
visions eight out of ten states have 
given approval to the work of the 
committees which labored for so 
many months to produce an accept- 
able measure. The legislative record 
for 1945 gives hope for the attain- 
ment of a high degree of uniformity 
among the states before January 1, 
1948 rolls around. 














LUMBER MUTUALS) 


* 


CENTRAL MANUFACTURERS’ MUTUAL INSURANCE CO. 
OF VAN WERT 








INDIANA LUMBERMENS MUTUAL INSURANCE COMPANY 
OF INDIANAPOLIS 


LUMBER MUTUAL FIRE INSURANCE COMPANY 
OF BOSTON 


LUMBERMENS MUTUAL INSURANCE COMPANY 
OF MANSFIELD 


NORTHWESTERN MUTUAL FIRE ASSOCIATION 
OF SEATTLE 


PENNSYLVANIA LUMBERMENS MUTUAL FIRE INSURANCE CO. 
OF PHILADELPHIA 


NATIONWIDE INSURANCE 
CwtC£ 


Gale & Stone, Boston — Mutual Insurance Bureau, Philadelphia — Lumbermens Mutual Insurance 





Agency, Inc., Mansfield, Ohio, Pittsburgh, Penna—Lumbermens & Manufacturers Mutuals, Inc., 
James S. Kemper, Mgr., Chicago, Milwaukee, Minneapolis, Omaha — Associated Mutuals, Inc., 
Atlanta, Ga. — Lumber Mutual Agency, Indianapolis, Memphis, Dallas, Kansas City — 


Martin Agency, Seattle. 























HELP SHORTEN THE WAR 


( LTIVATING the insurance business, 


> icy bach > 1. . 
The Policy Back of the Policy: The policy back of the policy has stimu- 
like cultivating your Victory Gar- 


lated our Companies’ growth by cultivat- 


. Our way of doing business that ; at 
den, means starting at the roots and tak- : ing the interests of policvholders — with 
ae makes your interests our e : 
ing every possible precaution to assure it ; : full standard policies at consistent low 

atid pee first consideration. : 
healthy, uninterrupted growth. cost; convenient, nation-wide service by 
Hardware Mutuals policy back of the policy—our way of experienced, full-time representatives; prompt settlement 


of claims without red tape; and such care in selecting risks 
that no year has passed without the return of substantial 
to a position of outstanding strength and stability. dividend savings to policyholders. 


doing business—is rooted in sound, conservative manage- 


ment which has guided the Companies for over 30 years, 


These dividend savings 
now total over $93,000,000.00. 


ten i et oe, Hardware Mutuals 
Hardware Dealers Mutual Fire Insurance Company, Home Office, Stevens Point, Wisconsin 
Mutual Implement and Hardware Insurance Company, Home Office, Owatonna, Minnesota 


HARDWARE were CASAL COMPANY _ Stevens Point, Wis. * Owatonna, Minn. * Offices Coast to Coast 


oieh can sn Saeed aeune Compensation, Automobile and other lines of non-assessable 
Casualty and Fire Insurance 














